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The  principal  contributions  of  business  to  society  are 
$  what  they  have  always  been:  to  produce  needed  goods 
and  services,  to  earn  a  profitable  return  on  invest¬ 
ment,  to  provide  jobs,  and  to  succeed  as  economic  enter¬ 
prises.  The  standard  of  living  and  the  material  well-being 
of  our  society  are  a  result  of  the  success  with  which  these 
functions  have  been  performed.  Private  business  enter¬ 
prises  are  the  principal  institutions  of  our  economic  system,  and  no 
discussion  of  other  ways  in  which  businesses  affect  society  can,  or 
should,  be  taken  as  unmindful  of  the  fundamental  reality  that,  first 
and  foremost,  the  most  significant  contributions  that  businesses  make 
to  our  social  order  are,  and  always  will  be,  economic. 

The  last  15  years  have  nonetheless  witnessed  a  dramatic  rise  of 
public  interest  in  the  other  ways  in  which  business  activities  affect 
society.  Much  attention  has  been  directed  at  how  business  operations 
affect  local  communities,  employees,  consumers,  the  natural  environ¬ 
ment,  other  businesses  and  the  like.  It  is  these  activities,  which  have 
been  variously  labeled,  to  which  the  term  “corporate  social  perform¬ 
ance”  refers  in  this  publication.  This  is  only  one — and  perhaps  not  the 
best — of  a  succession  of  terms  that  includes  “corporate  social  respon¬ 
sibility, ”  “corporate  public  policy,”  and  many  others. 

Indications  of  the  growth  of  public  concern  about  such  issues  are 
many.  Perhaps  the  most  significant  has  been  the  proliferation  of  new 
laws  Congress  has  enacted  regulating  or  restricting  business  activities 
as  they  affect  society,  a  trend  that,  incidentally,  may  have  peaked.  By 
conservative  count,  such  laws  number  well  over  a  hundred  since  the 
early  1960’s. 

Public  concern  for  the  ancillary  impacts  of  business  activities  on 
society  and  particular  groups  in  our  society  has  been  responded  to — 
and  in  some  cases  anticipated — by  business  leaders.  One  chief  execu¬ 
tive,  John  D.  deButts  of  American  Telephone  and  Telegraph  Com¬ 
pany,  recently  wrote:  “.  .  .  no  longer  are  society’s  wants  and  needs, 
vis-a-vis  business,  measured  strictly  in  terms  of  marketplace  demand. 
Instead,  the  corporation  is  now  viewed  as  having  a  wide  variety  of 
responsibilities  transcending  the  marketplace.”  John  W.  Filer,  CEO 
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of  Aetna  Life  and  Casualty,  noted  recently:  Large  corporations  can 
no  longer  be  single  purpose  institutions  directed  solely  to  economic 
results.  All  must  ...  be  visibly  attentive  to  the  public  interest— to  the 
public  interest  as  the  public  views  it.” 

Responses  by  major  corporations  to  public  concerns  and  public 
expectations  have  taken  several  forms.  Some  companies  have  devel¬ 
oped  procedures  to  integrate  social  considerations  into  corporate 
decisionmaking,  in  the  process  developing  philosophies  and  explicit 
strategies  that  provide  a  rationale  and  a  framework  for  making  busi¬ 
ness  decisions  that  affect  the  public.  Others  have  sought  to  use  their 
boards  of  directors  to  apprise  management  of  significant  social  trends 
and  to  review  and  evaluate  corporate  social  performance.  Still  others 
have  chosen  to  report  information  to  the  public  about  the  social 
impacts  of  their  activities. 

This  publication  is  intended  to  serve  as  a  resource  to  those  inter¬ 
ested  in  the  subjects  of  corporate  social  performance  generally  and 
corporate  social  reporting  and  social  measurement  in  particular.  As 
the  report  indicates,  leading  companies  in  the  United  States  are  experi¬ 
menting  with  a  number  of  approaches  to  social  reporting,  and  some 
companies  have  begun  to  develop  internal  measurement  systems  to 
assist  managers  in  assessing  the  social  impact  of  business  activities.  In 
Western  Europe,  companies  have  experimented  with  a  variety  of 
means  to  improve  the  quality  of  corporate  social  reporting. 

No  attempt  is  made  here  to  rank  the  performance  of  any  com¬ 
pany  (and  this  Department  has  never  entertained  such  a  notion) .  Nor 
is  there  an  effort  to  prescribe  any  one  approach  to  social  reporting  or 
social  measurement.  Rather,  this  study  identifies  approaches  to  meas¬ 
urement  and  reporting  that  different  companies  believe  have  promise 
and  presents  expert  opinion  suggesting  ways  to  improve  both  social 
measurement  and  social  reporting. 

A  supportive  role  for  business  efforts  to  address  issues  of  social 
performance  is  by  no  means  new  to  this  Department.  In  1961,  Secre¬ 
tary  Hodges  organized  the  Business  Ethics  Advisory  Council,  the 
principal  purpose  of  which  was  to  establish  high  corporate  standards 
of  ethics  and  social  responsibility.  In  1968,  the  Department  spear- 
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headed  a  government  effort  resulting  in  the  establishment  of  the 
National  Alliance  of  Businessmen,  which  seeks  to  promote  business 
hiring  of  the  hard-core  unemployed.  In  1971,  the  National  Business 
Council  for  Consumer  Affairs  was  formed  as  a  Department  advisory 
council  to  aid  businesses  in  alleviating  consumer  concerns.  It  gen¬ 
erated  landmark  guidelines  on  key  issues  of  business-consumer  rela¬ 
tions,  many  of  which  are  still  in  use.  More  recently,  Secretary 
Richardson  established  an  advisory  council  drawn  from  the  leadership 
of  business,  labor,  education,  and  consumer  groups,  to  review  cor¬ 
porate  responsibility  and  other  public  policy  issues. 

Many  firms  have  taken  the  view  that  self-generated  efforts  to 
improve  corporate  social  performance  lead  to  positive  perceptions  of 
their  products,  thereby  directly  increasing  sales  and  profits.  Others 
state  that  demonstrated  U.S.  business  concern  for  the  impacts  of  its 
day-to-day  activities  on  employees,  consumers,  the  physical  environ¬ 
ment  and  other  related  interests  will  do  much  to  counter  doubts  that 
American  enterprises  are  sufficiently  concerned  about  social  objectives 
— the  atmosphere  of  popular  opinion  that  has  fostered  the  crescendo 
of  government  regulation  and  control.  And  given  the  enormous  costs 
of  regulation,  some  argue  that  the  short-term  costs  of  greater  corporate 
concern  for  the  social  consequences  of  business  activities  will  result 
in  greater  profitability  over  the  long  term. 

The  appeal  of  these  arguments  is,  in  part,  that  they  reject  the 
reflexive  antagonism,  heightened  in  the  1960’s,  that  sometimes  exists 
between  business  interests  on  the  one  hand,  and  consumers,  employees, 
environmentalists  and  the  government,  on  the  other.  Such  an  adver¬ 
sary  mentality  tends  to  obscure  the  common  stake  which  business  and 
other  groups  have  in  many  public  issues.  The  complexity  of  many 
issues  frequently  calls  for  cooperation,  ingenuity,  and  perseverance, 
not  hostility  or  defensiveness.  A  less  contentious  approach  will  not 
only  improve  corporate  social  performance,  but  may  also  reduce 
public  pressure  for  additional  regulation  of  business  in  the  future. 

And  finally,  the  view  that  greater  corporate  attention  to  social 
performance  is  an  act  of  long-term  self-interest  is  also  consistent  with 
the  growing  sense  that  government  laws  and  regulations  cannot  be 
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the  answer  to  all  our  social  concerns.  As  articulated  in  Christopher 
Stone’s  book,  Where  the  Law  Ends,  the  law  is  an  imperfect  and  limited 
means  for  guiding  corporate  behavior.  The  lawmaking  process  itself  is 
flawed  and  often  operates  on  less  than  full  and  timely  information;  it 
is  primarily  reactive  in  nature;  and  implementation  and  enforcement 
are  selective,  costly,  and  time  consuming. 

These  facts  suggest  that  it  is  inappropriate  for  society  to  look  to 
our  legal  system  as  a  ubiquitous  means  of  addressing  every  social  de¬ 
fect  or,  conversely,  for  corporate  leaders  to  look  to  the  law — which 
defines  impermissible  conduct — as  the  definitional  boundary  of  ac¬ 
ceptable  corporate  behavior.  Rather,  statutory  and  regulatory  limita¬ 
tions  may  often  represent  only  one  set  of  constraints  on  corporate 
decisionmaking.  A  broader,  longer-term  view  of  corporate  self-interest, 
by  whatever  name,  is  another  guidepost  for  corporate  conduct.  There 
is,  of  course,  no  short-term  likelihood  that  greater  management  atten¬ 
tion  to  corporate  social  performance  will  displace  government  regula¬ 
tion.  It  could,  however,  strengthen  the  case  that  in  dealing  with 
corporate-public  policy  issues,  there  exist  credible  alternatives  to 
prescriptive  regulation. 


Homer  E.  Moyer,  Jr. 

Chairman 

Task  Force  on  Corporate  Social  Performance 


Introduction 


XI 


his  report  is  divided  into  six  chapters.  Chapter  1  con¬ 
sists  of  a  survey  conducted  by  the  staff  of  the  Com¬ 
merce  Department’s  Task  Force  on  Corporate  Social 
Performance.  The  survey  discusses  both  the  development 
and  the  current  status  of  social  reporting  by  major  cor¬ 
porations  in  the  United  States.  It  also  touches  briefly  on 
corporate  social  reporting  in  Western  Europe  and  on 
internal  social  measurement  systems  that  some  companies  in  the 
United  States  have  developed  to  assess  for  management  purposes  the 
social  impacts  of  their  activities. 

Chapters  2-6  of  the  report,  prepared  by  outside  authorities,  dis¬ 
cuss  in  depth  many  of  the  subjects  surveyed  in  Chapter  1.  Irwin  L. 
Gubman,  Secretary  of  BankAmerica  Corporation,  writes  about  the 
Bank  of  America’s  voluntary  code  of  disclosure.  Meinolf  Dierkes, 
Director  of  the  International  Institute  for  Environment  and  Society 
in  West  Berlin  and  a  consultant  to  several  major  European  companies, 
reports  on  the  development  of  social  reporting  in  West  Germany  and 
other  European  countries.  Arthur  B.  Toan,  Jr.,  past  chairman  of  the 
American  Institute  of  Certified  Public  Accountants’  Committee  on 
Social  Measurement,  suggests  ways  to  improve  social  reporting  in  the 
United  States.  The  contributions  of  two  other  authors  focus  principally 
on  internal  corporate  social  measurement  systems  developed  to  assist 
corporate  managers.  David  C-H  Johnston,  a  Vice  President  of  the 
Human  Resources  Network,  draws  on  his  experience  as  a  consultant 
to  a  number  of  leading  companies  in  suggesting  how  to  develop  a  social 
measurement  system  for  internal  use;  and  Donald  P.  Brennan,  Execu¬ 
tive  Vice  President  of  International  Paper  Company,  writes  about  the 
system  that  International  Paper  Company  has  developed. 

In  addition  to  the  Department’s  own  survey  and  the  contribu¬ 
tions  of  outside  authorities,  the  report  also  contains  an  extensive 
bibliography. 

Perhaps  a  few  words  of  explanation  concerning  terminology  are 
needed  at  this  point,  for  discussion  of  the  subjects  covered  in  this 
report  is  sometimes  clouded  by  confusion  or  unnecessary  debate  over 
definitional  questions.  Business’s  most  important  responsibility  to  the 
society  is  to  succeed  economically:  to  produce  goods  and  services, 
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provide  jobs  and  create  wealth.  In  the  process  of  achieving  its  primary 
goal,  business  has  a  profound  impact  on  society  as  well — on  employees, 
consumers,  neighboring  communities,  other  businesses  and  the  natural 
environment.  It  is  efforts  to  deal  with  these  ancillary  effects  to  which 
the  term  corporate  social  performance  refers.  Social  measurement  is 
usually  understood  to  include  efforts  by  persons  inside  or  outside  the 
firm  to  measure  social  performance.  Social  reporting  by  individual 
companies  involves  publicly  reporting  or  disclosing  information  about 
corporate  social  performance. 

We  wish  to  thank  all  of  the  outside  contributors  for  giving  gen¬ 
erously  of  their  time  and  effort.  We  also  wish  to  thank  representatives 
of  a  number  of  the  companies  mentioned  in  this  report  for  their  help. 
Special  thanks  are  due  to  Dr.  William  J.  Bolce,  Deputy  Executive  Di¬ 
rector  of  the  Task  Force  on  Corporate  Social  Performance,  who 
compiled  the  bibliography  to  this  report  and  who  contributed  signifi¬ 
cantly  to  the  development  of  Chapter  1,  and  to  task  force  representa¬ 
tives  who  reviewed  Chapter  1.  Finally,  we  are  grateful  to  the 
Committee  on  Social  Measurement  of  the  American  Institute  of  Certi¬ 
fied  Public  Accountants  for  its  advice  and  assistance. 


James  E.  Fleard 
Executive  Director 

Task  Force  on  Corporate  Social  Performance 
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IThe  subject  of  this  report  is  the  status  of  social  report¬ 
ing  by  major  corporations:  the  reporting  of  information  to 
the  public  about  the  impacts  of  day-to-day  business  activi¬ 
ties  on  the  physical  environment,  on  employees,  consumers, 
local  communities  and  other  affected  interests.  The  report 
discusses  social  reporting  within  the  context  of  changing 
public  expectations  of  business,  summarizes  different  ap¬ 
proaches  to  social  reporting,  and  identifies  innovative  approaches  being 
used  by  some  leading  companies.  The  emphasis  is  principally  on  social 
reporting  in  the  United  States.  The  survey  does,  however,  briefly  sum¬ 
marize  activities  concerning  social  reporting  in  Western  Europe. 

I.  THE  DEVELOPMENT  OF 
SOCIAL  REPORTING 

The  growth  in  social  reporting  by  major  corporations  in  the 
United  States  can  be  traced  to  changes  in  public  expectations  of  busi¬ 
ness.  Historically,  our  society  has  expected  business  to  produce  goods 
and  services,  provide  jobs,  and  create  wealth.  By  almost  any  measure, 
business  has  performed  this  function  well.  In  the  last  two  decades, 
public  expectations  have  undergone  significant  change.  The  Committee 
for  Economic  Development,  an  independent  research  and  educational 
group  of  leading  business  executives  and  educators,  noted  several  years 
ago: 


Today  it  is  clear  that  the  terms  of  the  contract  between  society 
and  business  are,  in  fact,  changing  in  substantial  and  important 
ways.  Business  is  being  asked  to  assume  broader  responsibilities 
to  society  than  ever  before  and  to  serve  a  wider  range  of  human 
values.  Business  enterprises,  in  effect,  are  being  asked  to  con¬ 
tribute  more  to  the  quality  of  American  life  than  just  supplying 
quantities  of  goods  and  services. 

The  society  no  longer  confines  its  expectations  to  the  funda¬ 
mentally  important  tasks  of  producing  goods  and  services  and  provid¬ 
ing  jobs;  it  also  expects  major  business  corporations  to  attend  to  the 
human,  environmental  and  other  social  consequences  of  business  ac¬ 
tivities  as  they  affect  a  broadened  constituency  of  employees, 
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consumers,  local  communities  and  other  groups. 

Leaders  of  major  corporations  have  been  among  those  speaking  to 
the  importance  of  new  and  broadened  expectations.  John  D.  deButts, 
former  chairman  of  the  board  and  chief  executive  officer  of  the 
American  Telephone  and  Telegraph  Company,  wrote  recently: 

And  no  longer  are  society’s  wants  and  needs  vis-a-vis  business, 
measured  strictly  in  terms  of  marketplace  demand.  Instead,  the 
corporation  is  now  viewed  as  having  a  wide  variety  of  respon¬ 
sibility  transcending  the  marketplace.  Some  of  those  responsi¬ 
bilities  are  to  society  at  large.  Whether  a  business  has  social 
responsibilities  is,  I  know,  a  subject  of  widespread  debate.  But 
to  my  mind,  it  is  a  debate  that  continues  long  after  the  argument 
is  over.  Today  I  know  of  no  leader  of  business  who  sees  his 
function  as  limited  to  the  pursuit  of  profit.  I  know  of  none  who 
does  not  realize  that  the  business  that  for  profit’s  sake  ignores 
the  impacts  of  its  actions  on  society  is  not  likely  to  make  a  profit 
very  long. 

The  reporting  of  information  concerning  social  impacts  of  cor¬ 
porate  activities  is  one  response.  As  A.  W.  Clausen,  President  of  Bank- 
America  Corporation,  noted  in  the  preamble  to  Bank  of  America’s 
Voluntary  Disclosure  Code:  “We  believe  that  our  business,  within 
obvious  constraints  of  confidentiality  and  competitiveness,  is  the  pub¬ 
lic’s  business.  We  believe  that  openness  as  well  as  truthfulness  about 
what  we  do  and  how  we  do  it  is  the  only  way  to  maintain  public  confi¬ 
dence  in  business  ethics  and  competence.” 

Companies  have  used  the  exercise  of  preparing  a  social  report,  as 
well  as  the  information  generated  in  its  preparation,  for  a  number  of 
purposes.  Reports  have  been  used  to  answer  specific  inquiries  from 
government,  the  press,  consumer  groups  and  others.  They  have  been 
used  to  enhance  the  ability  of  a  company  to  participate  in  the  formu¬ 
lation  of  public  policy  related  to  the  social  impact  of  business  activi¬ 
ties  and  to  improve  a  company’s  public  image. 

Companies  have  found  preparation  of  a  report  and  the  informa¬ 
tion  generated  to  be  useful  internally  as  well.  Reports  have  been  used 
to  provide  top  management  and  the  board  of  directors  with  a  compre¬ 
hensive  status  report  of  corporate  activities  that  affect  various  con- 
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stituencies.  Reports  also  have  been  used  to  integrate  social  factors 
into  long-range  corporate  planning,  to  identify  problems  and  oppor¬ 
tunities  that  should  be  brought  to  the  attention  of  staff  and  line  mana¬ 
gers,  and  to  give  employees  a  better  understanding  of  the  company’s 
mission  in  general  and  its  social  objectives  in  particular. 

II.  CONCEPTUAL  APPROACHES  TO 
MEASUREMENT  AND  REPORTING 

Early  efforts  to  measure  and  report  on  the  social  impact  of  cor¬ 
porate  activities  involved  attempts  to  develop  social  audits.  Social 
audits  were  envisioned  by  proponents  as  counterparts  to  traditional 
financial  audits.  The  term  “social  audit”  is  perhaps  something  of  a 
misnomer,  for  auditing  is  usually  understood  to  involve  independent 
certification  of  the  accuracy  of  results,  and  few  approaches  to  the 
social  audit  provided  for  independent  verification.  Most  efforts  might 
more  accurately  be  characterized  as  attempts  to  develop  social  ac¬ 
counting  systems. 

Largely  the  work  of  academicians  and  business  consultants  in  the 
late  1960’s  and  early  1970’s,  the  more  conceptually  elaborate  social 
audits  were  considered  unworkable  by  corporate  practitioners.  How¬ 
ever,  efforts  such  as  those  of  Clark  Abt  of  Abt  Associates  to  develop 
social  audits  (especially  those  applied  to  his  own  company)  served  as 
a  stimulus  for  less  ambitious,  more  practical  endeavors  to  develop 
measurement  and  reporting  systems  related  to  the  social  impacts  of 
corporate  activities. 

Major  corporations  have  experimented  with  a  number  of  different 
approaches  to  social  measurement.  Seven  different  approaches  are  de¬ 
scribed  below;  these  approaches  do  not  necessarily  exhaust  all  possi¬ 
bilities,  but  they  do  provide  a  means  of  characterizing  most  efforts. 
Most  of  the  measurement  systems  identified  here  were  developed 
originally  for  internal  use,  but  most  have  been  used,  in  varying  de¬ 
grees,  to  develop  reports  for  external  consumption.  This  section  de¬ 
scribes  the  major  features  of  each  measurement  approach.  Noteworthy 
examples  of  corporate  social  reporting  by  individual  corporations  are 
discussed  in  section  IV  below. 

The  Committee  for  Economic  Development  identified  five  ap- 
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proaches  to  social  measurement  in  a  1974  publication  entitled  Measur¬ 
ing  Business’s  Social  Performance:  The  Corporate  Social  Audit. 

1.  The  Cost  or  Outlay  Approach 

One  of  the  approaches  identified  in  the  CED  report  is  the  cost  or 
outlay  approach,  which  attempts  to  identify  the  costs — in  terms  of 
corporate  dollars  spent — of  social  activities  and  to  determine  whether 
the  amounts  involved  are  appropriate.  In  actual  practice,  efforts  to 
identify  and  total  all  costs  pertaining  to  corporate  social  action  and  to 
allocate  the  costs  of  various  functions  between  social  programs  and 
day-to-day  business  operations  have  proved  troublesome.  And,  as  the 
CED  noted,  since  the  cost  approach  makes  no  effort  to  measure  bene¬ 
fits  to  the  corporation  and  others  associated  with  expenditures,  it  pro¬ 
vides  little  evaluative  information  to  be  reported  to  the  public.  This 
approach  has,  as  a  result,  not  been  widely  used  in  social  reporting. 

2.  Human  Asset  Evaluation  Approach 

A  second  approach  cited  by  the  CED  report  is  called  the  human 
asset  evaluation  approach.  It  is  intended  to  measure  (1)  the  value  of 
the  productive  capability  of  the  firm’s  human  organization;  and  (2) 
the  loyalty  of  the  firm’s  employees  and  other  constituents  presumably 
affected  by  its  social  performance.  For  example,  it  might  be  used  to 
assess  the  relationship  between  the  work  environment  and  employee 
morale  and  the  consequent  effect  on  productivity.  Similarly,  it  might 
be  used  to  assess  the  value  to  the  company  of  its  reputation  among 
consumers  or  members  of  communities  in  which  the  firm  has  a  signifi¬ 
cant  presence.  While  this  approach  attempts  to  assess  benefits  as  well 
as  costs,  some  critics  believe  that  it  does  not  state  benefits  in  terms  that 
are  meaningful  to  constituencies  outside  the  corporation.  It  has  not 
been  widely  used  in  corporate  social  reporting. 

3.  Cost/Benefit  Approach 

Attempts  to  assess  both  costs  and  benefits  of  corporate  activities 
have  been  a  feature  of  some  approaches  to  social  measurement.  A 
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number  of  different  types  of  cost/benefit  analysis  are  possible.  The 
balance-sheet  approach  attempts  to  assess  benefits  to  society  (stated  in 
the  form  of  assets)  and  costs  to  society  (stated  in  the  form  of  liabili¬ 
ties)  of  actions  taken  or  not  taken  by  a  firm. 

Dr.  Clark  Abt’s  social  audit  of  the  Abt  Associates  consulting  firm, 
included  as  a  supplement  to  the  Abt  1973  annual  report,  is  an  ex¬ 
ample  of  this  approach  that  has  received  considerable  attention.  The 
Abt  model  features  both  a  social  balance  sheet  and  a  social  income 
statement.  The  asset  side  of  the  balance  sheet  counted  as  assets  not 
only  conventional  items,  such  as  financial  assets  and  physical  assets, 
but  also  staff  and  other  organizational  resources.  On  the  liability  side 
of  the  balance  sheet,  Abt  Associates  listed  conventional  items  such  as 
financial  liabilities  and  stockholders’  equity.  But  it  also  listed  public 
liabilities  (for  environmental  resources  used  through  pollution)  and 
society’s  equity  (calculated  as  the  difference  between  social  assets  and 
social  liabilities).  Critics  generally  have  given  the  Abt  approach  high 
marks  for  inventiveness,  but  most  feel  that  it  is  too  subjective  and  too 
complex  to  be  of  practical  value  to  most  corporations. 

However,  many  companies  try  to  identify  social  costs  and  benefits 
using  a  less  theoretical  framework  than  Abt’s.  Some  identify  costs  and 
benefits  to  the  firm;  some,  to  society;  and  others  assess  costs  and  bene¬ 
fits  to  both  society  and  the  firms.  General  Motors  Corporation  has  used 
this  cost/benefit  analysis  in  its  social  reports. 

4.  Inventory  Approach 

A  fourth  approach  identified  by  the  CED  is  the  inventory  ap¬ 
proach.  It  attempts  to  identify  and  describe  either  social  impacts  of 
normal  business  activities  or  special  corporate  programs  intended  to 
help  solve  social  problems.  Reports  that  describe  community  activities 
or  charitable  contributions  programs  frequently  use  an  inventory  ap¬ 
proach.  The  CED  found  that  this  approach  generates  considerable 
amounts  of  information  but  that  it  often  fails  to  assess  costs  to  the 
firm,  benefits  to  the  firm,  or  benefits  to  outside  constituencies.  The 
inventory  approach  has  nonetheless  been  widely  used  in  corporate 
social  reports. 
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5.  Program  Management  Approach 

The  CED  noted  a  fifth  type  of  report,  which  it  termed  the  pro¬ 
gram  management  approach.  It  focuses  primarily  on  those  activities, 
such  as  charitable  contributions,  that  a  company  chooses  to  undertake 
for  social  reasons.  Program  management  efforts  usually  attempt  to 
identify  costs  and  evaluate  achievements.  Program  management  is 
essentially  an  extension  of  traditional  business  management  techniques 
to  social  issues;  this  is  its  greatest  advantage.  The  principal  disad¬ 
vantage  is  that  it  normally  is  used  only  in  relation  to  voluntary  or 
philanthropic  activities  and  not  in  relation  to  normal  business  activi¬ 
ties  that  have  significant  social  impacts.  The  Bank  of  America  has 
used  the  program  management  approach  to  social  reporting. 


6.  Social  Indicator  Approach 

The  CED  report  did  not  mention  another  approach,  which  in¬ 
volves  the  use  of  social  indicators.  The  use  of  social  indicators  for  cor¬ 
porate  social  measurement  is  sometimes  a  two-step  process.  The  first 
step  involves  the  development  of  measures — indicators — of  community 
well-being.  The  second  step  is  to  measure  corporate  activities  that  are 
related  to  the  community  indicators.  For  example,  in  establishing  an¬ 
nual  objectives  for  a  corporate  community  affairs  program,  a  firm  first 
would  attempt  to  develop  a  quality-of-life  profile  for  a  community, 
using  social  indicators  regarding  unemployment,  environmental  quali¬ 
ty,  education,  health,  and  so  on.  Thereafter,  a  firm  could  establish 
performance  objectives  for  some  or  all  of  its  own  activities  in  relation 
to  these  indicators,  establish  priorities  in  relation  to  each  and  then 
measure  performance  in  relation  to  objectives  and  their  assigned  im¬ 
portance.  One  advantage  to  this  approach  is  the  measurement  of  cor¬ 
porate  activities  in  relation  to  community  needs.  Another  is  its  use  of 
substantial  amounts  of  hard  data  in  establishing  objectives  and  measur¬ 
ing  achievement.  The  First  National  Bank  of  Minneapolis  has  been  a 
pioneer  in  the  use  of  social  indicators  for  internal  social  measurement 
and  external  reporting. 


CORPORATE 
SOCIAL  REPORTING: 
A  STATUS  REPORT 


9 


7.  The  Process  Audit 

The  CED  survey  also  did  not  include  the  process  audit,  developed 
by  Raymond  A.  Bauer  and  Dan  H.  Fenn,  Jr.,  of  the  Harvard  Business 
School.  Bauer  and  Fenn  saw  the  process  audit  as  a  flexible  manage¬ 
ment  tool  to  be  used  in  assessing  corporate  social  performance.  The 
process  audit  may  selectively  concentrate  on  one  or  two  areas,  or  be 
all  inclusive.  The  process  audit  investigates  and  analyzes  those  social 
issues  which  impact,  or  are  impacted  by,  the  firm  at  the  time  of  the 
audit,  or  which  might  be  significant  in  the  future.  It  attempts  to  ascer¬ 
tain  the  reasons  for  undertaking  a  particular  activity,  the  goals  of  the 
activity  and  the  rationale  for  the  action.  It  also  describes  what  actually 
is  being  done,  measures  performance  where  measures  exist,  and  de¬ 
velops  measures  of  performance  where  they  do  not  exist.  The  process 
audit  might  be — and,  in  fact,  has  been — used  to  evaluate  equal  employ¬ 
ment  programs,  community  relations  programs,  pollution  control  ac¬ 
tivities,  and  a  host  of  other  corporate  actions. 

Bauer  and  several  associates  prepared  a  handbook  for  use  in  de¬ 
velopment  of  a  process  audit.  Entitled  Management  Process  Audit 
Guide,  it  is  available  through  the  Harvard  Business  School  Case 
Clearinghouse.  As  the  authors  wrote: 

The  goal  of  such  a  process  audit  is  to  assemble  the  information 
that  will  make  it  possible  for  a  person  to  intelligently  assess  the 
program,  to  decide  whether  he  agrees  with  its  goals,  to  decide 
whether  the  rationale  is  appropriate  to  the  goals,  and  to  judge 
whether  the  actual  implementation  promises  to  attain  those  goals 
satisfactorily. 

The  process  audit  has  become  a  principal  management  tool  for 
many  companies  that  have  attempted  to  evaluate  their  social  perform¬ 
ance.  It  has  the  advantage  of  being  easy  to  understand  and  apply,  it 
focuses  on  specific  goals  and  programs  that  can  be  evaluated,  it  can  be 
applied  to  a  wide  range  of  activities,  and  it  avoids  the  conceptual  in¬ 
tricacies  of  approaches  that  attempt  to  measure  the  entire  range  of 
social  impacts.  The  results  obtained  by  using  the  process  audit  may  be 
reported  as  the  company  chooses. 
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III.  MEASUREMENT  AND  REPORTING: 

EVOLVING  PRACTICE 

The  efforts  of  the  early  1970’s  to  develop  comprehensive  social 
measurement  systems  gave  way  in  practice  to  conceptually  less  am¬ 
bitious  but  more  pragmatic  devices.  Thus,  corporations  interested  in 
assessing  their  own  social  performance  generally  discarded  approaches 
they  found  too  complex  or  impractical  and  began  to  develop  measures 
that  met  the  needs  of  managers.  Many  firms  turned  to  the  process  audit 
for  a  first-time  examination  of  social  performance. 

Efforts  to  measure  have  evolved  into  efforts  to  manage  responses 
to  social  expectations.  A  number  of  firms  have  begun  to  integrate 
social  considerations  into  day-to-day  business  activities,  and  in  the 
process  have  begun  to  apply  conventional  management,  budgeting, 
measurement  and  control  systems  to  issues  such  as  environmental 
affairs  and  equal  employment  opportunity.  Institutionalized  control 
systems  such  as  management  by  objectives  have  found  wider  use  in 
relation  to  social  objectives.  These  efforts  to  impose  internal  accounta¬ 
bility  with  respect  to  social  objectives  are  discussed  more  fully  in  Chap¬ 
ters  5  and  6. 

Evolving  practices  with  respect  to  social  reporting  have  been  ex¬ 
amined  each  year  since  1971  by  the  accounting  firm  of  Ernst  and  Ernst 
in  a  publication  entitled  Social  Responsibility  Disclosure.  The  report 
surveys  disclosures  of  social  information  in  the  annual  reports  of  the 
“Fortune  500”  industrial  corporations;  it  includes  separate  reports  on 
social  performance  only  if  they  are  distributed  with  annual  reports. 
For  the  first  time,  the  1978  survey  included  social  reporting  by  the  50 
largest  banking  institutions  and  50  largest  life  insurance  companies  in 
the  country. 

When  the  survey  series  began,  five  categories  of  social  perform¬ 
ance  were  being  reported.  The  report  for  1978  shows  a  growth  to  27 
categories  over  the  seven-year  period.  The  categories  can  be  aggre¬ 
gated  into  seven  major  reporting  areas:  environment,  energy,  fair 
business  practices,  human  resources,  products,  community  involvement 
and  other  social  responsibility  disclosures. 

Highlights  of  the  1978  survey  for  “Fortune  500”  companies  in¬ 
clude  the  following: 
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•  Eighty-nine  percent  of  “Fortune  500”  firms  reported  on  social 
performance  in  1977,  virtually  unchanged  from  the  91  percent 
of  the  firms  surveyed  in  1976. 

•  Almost  50  percent  of  “Fortune  500”  firms  consistently  re¬ 
ported  on  social  performance  for  the  five-year  period  ending 
March  31,  1978. 

•  The  average  number  of  pages  devoted  to  social  reporting  in 
1977  was  .56  pages;  the  average  for  the  previous  year  was  .43. 

•  The  number  of  “Fortune  500”  reports  that  discussed  social 
performance  in  the  President’s  letter  decreased  somewhat 
from  the  previous  year. 

•  There  was  “an  increase  in  the  number  of  disclosures  relating 
to  energy  conservation,  business  practices  in  South  Africa, 
advancement  of  women,  and  pre-retirement  counseling.  In 
contrast,  the  number  of  disclosures  concerned  with  the  gen¬ 
eral  topics  of  Environment,  Community  Involvement  and 
Products  decreased  slightly.” 

•  The  number  of  companies  including  quantified  data  remained 
virtually  unchanged,  declining  from  60  percent  to  59  percent 
in  1977.  “Monetary  disclosures  remain  prominent  in  the 
categories  related  to  the  Environment,  Energy  and  Commun¬ 
ity  Involvement  while  nonmonetary  disclosures  are  most 
prevalent  in  the  categories  of  Energy,  Fair  Business  Practices 
and  Human  Resources.” 

Twenty-three  industrial  companies,  eight  commercial  banks  and 
one  life  insurance  company  reported  in  their  1977  annual  reports  that 
they  had  published  separate  reports  on  social  performance. 

The  1978  Ernst  and  Ernst  report  also  comments  on  the  quality  of 
social  reporting  surveyed.  It  identifies  the  following  characteristics  as 
important  in  assessing  the  quality  of  reporting. 

•  Quantification.  “The  quantification  of  a  disclosure  improves 
its  quality  by  specifying  the  amount  of  effort  a  company 
expends  in  a  particular  area  of  social  responsibility.  These 
measurements  may  be  stated  monetarily  or  nonmonetarily.  .  .  . 

The  quality  of  the  quantified  disclosure  also  can  be  affected 
by  the  unit  of  measure  used,  e.g.,  dollars,  hours,  people,  and 
by  disclosing  comparative  or  trend  data  for  these  measures.” 
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•  Depth  of  disclosure.  “The  quality  of  disclosure  is  further  en¬ 
hanced  by  describing,  in  greater  detail,  the  nature  and  extent 
of  the  company’s  involvement  in  socially  responsible  activities. 

For  example,  one  company  may  describe  itself  as  ‘an  equal 
opportunity  employer,’  while  another  may  elaborate  by  dis¬ 
closing  its  equal  opportunity  goals,  accomplishments,  and 
failures  as  well  as  successes.  At  present,  only  a  limited  number 
do  the  former  because  of  its  specificity.  It  would  assist  the 
report  reader  in  determining  what  the  company  is  doing  in  a 
certain  area  and  how  well  it  is  performing  the  activity.” 

•  Objectivity.  “Finally,  an  objective  and  balanced  approach  to 
disclosure  improves  its  quality  and  usefulness  by  including 
failures  as  well  as  successes.  At  present,  only  a  limited  number 
of  annual  reports  include  such  balanced  statements.” 

An  examination  of  annual  reports  of  major  companies  reveals 
that  the  quality  of  reporting  is  very  uneven.  As  the  Ernst  and  Ernst 
survey  notes,  51  percent  of  the  Fortune  500  firms  in  1977  devoted  a 
quarter  of  a  page  or  less  to  social  reporting.  A  substantial  number  con¬ 
tains  little  or  no  hard  data;  much  of  the  data  lacks  comparability.  Few 
companies  are  willing  to  discuss  failures  and  shortcomings  along  with 
their  achievements,  and  few  discuss  performance  in  relation  to  objec¬ 
tives.  There  are,  however,  a  number  of  noteworthy  exceptions  to  the 
norm,  and  some  of  them  are  discussed  in  the  following  section. 

IV.  SOCIAL  REPORTING: 

A  REVIEW 

Features  that  distinguish  good  social  reporting  include  consistency, 
objectivity,  comparability  and  relevance  to  appropriate  social  concerns. 
A  great  deal  of  current  social  reporting  lacks  these  qualities.  Con¬ 
sistent  reporting  from  year  to  year  is  the  exception.  Reports  seldom 
advise  readers  of  shortcomings  in  company  social  performance.  Candid 
statements  concerning  the  adverse  social  impacts  of  company  opera¬ 
tions  are  rarely  found. 

Exceptions  do  exist,  and  some  examples  are  cited  here.  The  selec¬ 
tion  is  illustrative  and  not  exhaustive;  it  is  simply  not  possible  in  a 
survey  of  this  length  to  mention  every  company  report  containing 
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noteworthy  features.  At  the  same  time,  no  suggestion  is  intended  that 
the  reports  mentioned  here  are  outstanding  in  every  respect.  Rather, 
certain  specific  features  of  the  reports  are  noteworthy  because  they  ap¬ 
pear  to  exceed  existing  norms  for  social  reporting  in  the  United  States. 

Eastern  Gas  and  Fuel  Associates 

Eastern  Gas  and  Fuel  Associates  was  one  of  the  first  companies 
in  the  United  States  to  publish  a  social  report.  A  Boston-based  fuel  and 
energy  company  with  holdings  throughout  the  East  and  Midwest, 
EG&F  began  to  turn  its  attention  to  the  social  impacts  of  its  activities 
in  the  early  1970’s,  with  then-President  Eli  Goldston  providing  much 
of  the  impetus.  In  1973,  EG&F  published  a  five-page  report  ( Toward 
Social  Accounting),  mailed  to  all  shareholders  along  with  the  annual 
report.  The  report  covered  four  social  performance  categories:  indus¬ 
trial  safety,  minority  employment,  charitable  giving,  and  pensions.  The 
report  explained  why  these  four  were  selected: 

The  topics  for  this  first  report  were  not  chosen  because  they 
are  necessarily  the  most  important  ones,  or  the  ones  that  might 
make  us  look  good,  but  because  they  are  the  most  readily 
measurable,  because  our  goals  with  respect  to  them  are  com¬ 
paratively  simple  and  clear,  and  because  they  lie  in  areas 
where  management  can  rather  directly  influence  results.  In 
addition,  managerial  decisions  on  these  topics  can  have  a  sig¬ 
nificant  impact  on  earnings  per  share. 

The  report  candidly  characterized  the  company’s  record.  For  ex¬ 
ample,  on  industrial  safety,  it  said: 

Our  industrial  accident  record  in  recent  years  has  not  been 
good.  One  standard  measurement  is  the  accident  frequency  rate 
(number  of  accidents  versus  hours  worked),  and  our  rate  has 
almost  doubled  in  the  last  three  years,  going  up  most  dra¬ 
matically  in  gas  operations.  It  is  clear  that  our  safety  per¬ 
formance  has  been  slipping.  In  addition,  it  seems  that  our  record 
is  poorer  than  that  of  a  number  of  firms  with  whom  we  have 
compared  specific  records.  Just  where  we  stand  in  our  various 
industries  is  difficult  to  gauge  because  meaningful  comparative 
figures  are  not  available. 
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The  report  was  supplemented  with  the  following  data  which  re¬ 
flected  admirably  on  EG&F’s  candor. 

ACCIDENT  FREQUENCY  RATE 


(Lost  time  accidents  per  million  employee  hours) 


1970 

1971 

1972 

Coal  &  Coke 

43 

61 

78 

Gas 

14 

26 

30 

Marine 

34 

41 

43 

EGFA  Avg. 

36 

50 

64 

EG&F  published  similar  reports  in  1974  and  1975;  since  then,  it 
has  included  information  on  social  aspects  of  its  activities  in  its  annual 
report. 


Scovill  Manufacturing  Company 

Scovill,  a  Connecticut-based  manufacturer,  published  a  Social 
Action  Report  in  1972.  The  report  consisted  of  balance  sheet  analysis 
of  assets  and  liabilities  in  four  categories:  employment  opportunities, 
environmental  controls,  community  involvement  and  consumerism. 
For  example,  the  balance  sheet  analysis  of  equal  employment  states: 


Assets 

Company  expansion  has  pro¬ 
vided  approximately  10,000 
new  jobs  since  1963. 

One  of  first  members  of  Plans 
for  Progress  (3/17/64),  a 
voluntary  program  to  provide 
more  job  opportunities  for  mi¬ 
norities. 

Minority  employment  has 
grown  from  6%  in  1963  to 
19%  in  1972. 


Liabilities 

Fluctuating  employment  levels 
still  a  problem  at  some  plant 
locations. 

Need  more  upgrading  of  mi¬ 
nority  employees  into  higher 
labor  grade  jobs. 


Need  more  upgrading  of  wo¬ 
men  employees  into  higher 
labor  grade  jobs. 
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Assets  Liabilities 


Women  now  constitute  about 
40%  of  total  employment. 


Closing  of  Waterbury  work 
training  center  after  Scovill  in¬ 
vestment  of  $33,000.  State  & 
Federal  grants  to  support  it 
were  terminated. 


Established  National  Alliance 
of  Businessmen  training  pro¬ 
gram  which  resulted  in  hiring 
of  280  disadvantaged  and  170 
veterans  in  last  18  months  in 
Waterbury  area. 

Began  first  major  preretire¬ 
ment  counseling  program  for 
employees  with  U.A.W.  in 
1964. 

Established  one  of  first  effec¬ 
tive  alcoholism  control  pro¬ 
grams  for  employees  in  1954 
(now  includes  drug  control 
program). 


Scovill  characterized  the  report  as  “an  admittedly  imperfect  at¬ 
tempt  to  report  on  our  corporate  social  action,”  and  it  said  it  had  se¬ 
lected  the  balance  sheet  approach  “not  because  it  is  possible  to  attach 
monetary  value  to  all  of  the  things  we  are  doing  or  should  be  doing  but 
aren’t — but  because  it  allows  for  brevity  in  highlighting  strengths  and 
weaknesses  in  this  area.” 

Atlantic  Richfield  Company 

The  Atlantic  Richfield  Company  publishes  several  reports  con¬ 
cerning  its  social  performance.  ARCO’s  annual  reports  feature  several 
pages  under  the  heading  “Corporate  Responsibility.”  The  1977  annual 
report  briefly  covers  environmental  concerns,  conservation,  energy  and 
natural  resource  conservation,  support  to  development  of  public  trans¬ 
portation,  automotive  maintenance  classes  for  women,  support  of  pub- 
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lie  broadcasting,  public  dialogue  on  national  issues,  employee  and 
shareholder  political  awareness,  educational  assistance  programs,  and 
charitable  contributions. 

ARCO  also  publishes  a  special  social  report  entitled  Participation. 
The  report  was  first  published  in  1975  and  again  in  1977.  The  1977 
edition  is  68  pages  long;  it  discusses  the  environmental  impact  of 
ARCO’s  activities  in  general  narrative  terms  and  includes  a  12-point 
statement  of  corporate  environmental  policy.  It  contains  a  five-page 
section,  also  cast  in  general  narrative  terms,  concerning  community 
affairs.  A  10-page  section  of  the  report  features  interviews  with  ARCO 
employees  who  discuss  their  involvement  in  community  activities,  and 
brief  sections  discuss  corporate  ethics,  cultural  affairs,  educational 
assistance,  equal  opportunity  and  community  affairs  programs  in 
Alaska. 

A  six-page  section  entitled  “Business  as  Unusual”  begins:  “A 
company’s  day-to-day  operations  give  perhaps  the  best  sense  of  its 
commitment  to  social  responsibility.”  It  goes  on  to  discuss  activities 
intended  to  encourage  employee  participation  in  political  affairs,  equal 
employment,  minority  purchasing  and  banking  activities,  and  employee 
counseling.  This  section  features  company  wide  data  for  1971  and  1976 
showing  the  number  of  women  and  minorities  in  nine  employment 
categories  developed  by  the  U.S.  Equal  Employment  Opportunity 
Commission;  it  also  features  an  interview  with  ARCO’s  manager  of 
Equal  Opportunity  Affairs.  “It’s  easy  to  find  women  and  minorities  for 
our  clerical  and  trade  positions  but  it’s  not  easy  in  professional  areas 
.  .  .  We  established  guidelines  for  our  managers.  Now  we’re  trying  to 
put  some  teeth  into  them  by  making  our  vice  presidents  accountable 
for  equal  opportunity  performance.  The  size  of  their  paychecks  will 
depend  in  part  on  how  well  they  provide  opportunities  for  women  and 
minorities.” 

The  most  innovative  feature  of  the  ARCO  report  is  a  critique  of 
ARCO’s  record  by  syndicated  columnist  Milton  Moskowitz.  Mos- 
kowitz  is  widely  known  for  his  unsparing  criticisms  of  business  prac¬ 
tices  he  considers  unethical  or  socially  irresponsible.  ARCO  asked 
Moskowitz  to  evaluate  its  record  and  agreed  to  publish  the  evaluation 
in  Participation  without  change,  except  for  matters  of  fact. 

Moskowitz’s  1977  critique  covers  six  pages,  including  a  three-page 
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balance-sheet  analysis  of  social  assets  and  liabilities.  Moskowitz’s 
analysis  includes  subjects  such  as  energy  conservation,  environmental 
policy,  philanthropy,  community  affairs,  equal  employment  and  cor¬ 
porate  governance.  In  each  area  Moskowitz  identifies  what  he  regards 
as  outstanding  achievements  on  the  asset  side  of  the  balance  sheet  and 
notes  major  shortcomings  on  the  liability  side  of  the  balance  sheet.  For 
example,  regarding  corporate  governance,  Moskowitz  counts  as  an 
asset  the  personal  commitments  to  social  responsibility  by  Chairman 
Robert  O.  Anderson  and  President  Thornton  F.  Bradshaw.  But  he 
lists  as  a  liability  the  absence  of  a  board-level  committee  on  social  re¬ 
sponsibility.  Similarly,  he  counts  as  an  asset  the  increases  in  the  per¬ 
centage  of  women  and  minorities  in  ARCO’s  work  force  between  1975 
and  1977 — a  period  during  which  the  total  number  of  employees  de¬ 
clined.  But  on  the  liability  side,  he  notes  that  ARCO’s  upper  manage¬ 
ment  “remains  virtually  all  white  and  all  male.” 

Norton  Company 

The  Norton  Company  is  a  manufacturer  of  abrasives,  industrial 
tools  and  various  finished  products  with  annual  sales  of  approximately 
$850  million.  It  employs  23,000  people  worldwide,  including  11,000  in 
the  United  States. 

Since  1973,  Norton  has  published  a  supplement  to  its  annual  re¬ 
port  entitled  Accountability.  “Nearly  every  major  public  issue  of  our 
time  affects  Norton  Company,”  President  Robert  Cushman  wrote  in 
the  1977  report,  “and  we,  in  turn,  have  some  influence  on  those  issues.” 
The  report  inventories  the  economic  and  social  benefits  of  Norton’s 
activities,  including  jobs,  minority  employment,  exports  and  contribu¬ 
tions  to  the  balance  of  trade,  capital  investment,  research  and  develop¬ 
ment,  charitable  contributions,  dividends  paid  to  shareholders,  wages 
and  benefits  paid  to  employees,  purchases  from  suppliers,  taxes  paid  to 
government  and  profits  reinvested  in  the  business. 

Separate  sections  of  the  report  discuss  job  creation,  community 
activities,  ethics,  contributions  to  the  economy,  environmental  im¬ 
pacts,  energy  conservation  and  relations  with  government.  A  note¬ 
worthy  feature  of  the  report  is  its  balanced  discussion  of  performance 
in  a  number  of  areas.  For  example,  in  discussing  purchasing  from  re- 
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habilitation  centers  that  employ  the  vocationally  handicapped,  Norton 
reports,  “Last  year  Norton  subcontracted  about  $112,000  in  business 
to  rehabilitation  centers  in  New  Hampshire,  California,  Utah,  South 
Carolina,  New  York,  Ohio,  Georgia,  Massachusetts,  Canada,  and 
Sweden.  This  was  about  twice  the  amount  of  business  done  the  year 
before,  but  it  is  only  about  20  percent  of  a  realistic  potential  for  the 
company.” 

Similarly,  in  discussing  its  equal  employment  programs,  the  re¬ 
port  notes  accomplishments  as  well  as  tasks  that  remain  to  be  accom¬ 
plished:  “There  are  no  minorities  or  women  holding  positions  at  the 
highest  levels  of  management.  However,  8.5  percent  of  all  salaried 
positions  were  held  by  women  and  minorities  at  the  end  of  last  year, 
and  many  are  moving  up.  This  compares  to  7.5  percent  the  year  before. 
Norton  is  making  a  determined  effort  to  tap  this  pool  of  potential 
skills  and  talents  which  is  tremendously  underutilized.” 

Bank  of  America 

Since  1972,  the  Bank  of  America  has  published  a  report  entitled 
Community  and  the  Bank.  In  the  preface  to  the  1977  edition,  the  bank 
notes: 

Corporate  social  responsibility  is  an  integral  part  of  our  daily 

operations  and  decision-making.  As  a  business  and  social  en¬ 
tity,  the  bank  has  established  four  basic  tenets  that  underlie  its 

approach  to  social  responsibility: 

•  To  operate  an  efficient  business  in  order  to  provide  a  fair 
return  to  shareholders  through  dividends  and  profitable,  well- 
planned  growth. 

•  To  deal  in  an  honest,  fair,  and  open-minded  manner  with 
customers,  employees,  suppliers,  communities  and  all  others 
who  are  affected  by  the  bank’s  actions  and  decisions. 

•  To  use  resources  to  fulfill  our  responsibilities  to  our  various 
constituencies  and,  thereby,  to  promote  the  common  good. 

•  To  express  opinions  responsibly  on  issues  important  to  Bank 
of  America,  its  parent  corporation,  subsidiaries  and  its  vari¬ 
ous  constituencies. 


CORPORATE 
SOCIAL  REPORTING: 
A  STATUS  REPORT 


19 


Community  and  the  Bank  for  1977  provides  a  thorough  discussion 
of  the  bank’s  activities  as  they  affect  a  variety  of  constituencies.  Topics 
covered  include  housing  and  community  improvement,  consumer 
affairs,  small  business,  agriculture,  education,  overseas  lending,  em¬ 
ployment  policies,  programs  for  employees,  charitable  contributions 
and  contributions  to  the  arts. 

One  notable  feature  of  the  report  is  a  four-page  section  that  explains 
Bank  of  America’s  management  system  for  corporate  responsibility.  It 
states  in  part: 

Bank  of  America  believes  that  the  conduct  of  employees  at  the 
day-to-day  operating  level  demonstrates  how  effectively  a  com¬ 
pany  exercises  corporate  responsibility. 

The  bank  also  believes  that  it  must  have  in  place  a  system  that 
facilitates  consistent,  top-level  attention  to  corporate  social  re¬ 
sponsibility  matters.  Two  standing  committees  serve  this  purpose 
by  monitoring  the  bank’s  overall  social  performance  and  advis¬ 
ing  on  programs  and  policies  with  specific  corporate  responsi¬ 
bility  implications.  These  are  the  Public  Policy  Committee  of  the 
bank’s  Board  of  Directors  and  the  bank’s  Social  Policy  Com¬ 
mittee,  both  formed  in  1972. 

The  report  lists  the  functions  of  both  the  Public  Policy  Committee 
and  the  Social  Policy  Committee  and  lists  agenda  items  for  both  com¬ 
mittees’  meetings  in  1977.  It  also  explains  the  responsibility  of  various 
departments — social  policy,  urban  affairs,  investment,  communications 
and  public  relations,  contributions,  equal  employment,  publications, 
public  affairs,  and  the  secretary’s  department — for  implementation  of 
social  policy. 

Another  feature  of  the  report  is  a  three-page  section  entitled 
“Corporate  Issues,”  which  is  noteworthy  for  its  candid  acknowledg¬ 
ment  of  public  suspicions  of  business  and  for  its  discussion  of  the 
bank’s  efforts  to  deal  directly  with  these  suspicions.  It  states  that  “the 
public’s  confidence  in  the  integrity  of  the  business  community  re¬ 
mained  low  during  the  year.  Distrust  of  large  institutions  today  cen¬ 
ters  in  large  part  on  suspicions  of  excessive  secretiveness  about  cor¬ 
porate  activities.  Critics  also  express  concern  about  the  way  corpora¬ 
tions  govern  themselves,  charging  that  boards  of  directors  too  often 
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fail  to  exercise  their  oversight  function  and  instead  are  dominated  by 
senior  management.”  Separate  subsections  describe  the  bank’s  policy 
on  disclosure  of  information,  its  conception  of  the  way  the  board  of 
directors  should  function,  and  the  bank’s  policy  concerning  public  and 
political  affairs.  Among  other  things,  this  section  summarizes  the 
bank’s  voluntary  disclosure  code,  a  pioneering  commitment  by  Bank 
of  America  to  make  information  about  the  bank’s  business  public.* 

General  Motors  Corporation 

Each  year  since  1971,  General  Motors  has  published  a  Public 
Interest  Report.  In  the  Preface  to  the  1978  report,  Chairman  Thomas 
A.  Murphy  writes: 

As  society’s  values  and  priorities  change,  the  challenges  which 
face  major  corporations  also  alter  and  grow.  We  are  challenged 
to  reduce  pollution  from  our  vehicles  and  manufacturing  plants, 
to  improve  the  fuel  economy  of  our  cars  and  trucks,  to  save 
energy,  to  develop  new  power  plants  and  increase  vehicular 
safety  and  durability,  to  explore  new  concepts  in  public  trans¬ 
portation,  and — above  all — to  satisfy  our  customers.  We  are  also 
challenged  to  expand  employment  opportunities  for  minorities 
and  women,  support  community  and  educational  institutions, 
and  to  maintain  in  our  business  the  highest  ethical  standards. 

All  of  this  we  must  do  while  earning  a  profit  so  that  we  may 
provide  a  return  on  the  investment  of  our  stockholders  as  well 
as  to  enable  us  to  meet  the  future  capital  needs  of  the  business. 

Separate  sections  of  the  60-page  report  discuss  auto  emissions  and 
fuel  economy;  passive  restraint  systems  and  automotive  safety;  energy 
management;  public  transportation;  development  of  new  automobile 
engines;  environmental  protection;  equal  employment,  including  activi¬ 
ties  in  South  Africa;  corporate  ethics;  special  programs  to  assist  minor¬ 
ities  and  women;  corporate  governance,  with  emphasis  on  the  audit 
committee  of  the  board  of  directors;  community  relations  and  charita¬ 
ble  contributions;  and  consumer  affairs.  Approximately  two-thirds  of 
the  report  concerns  business  activities  of  a  technological  nature  that 
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affect  the  public  and  about  one-third  discusses  the  impact  of  social 
programs  on  employees  and  other  groups. 

The  GM  report  for  1978  indicates  the  extent  to  which  American 
society’s  expectations  of  one  of  its  leading  industries  are  now  man¬ 
dated  by  law,  summarizing  the  benefits  and  the  costs  involved.  Auto 
emissions  and  fuel  consumption  are  a  case  in  point.  Auto  emission 
standards  are  written  into  the  Clean  Air  Act.  Since  the  1960  model  year, 
standards  for  two  principal  emissions — carbon  monoxide  and  hydro¬ 
carbons — have  been  reduced  by  more  than  80  percent,  and  reductions 
of  51  percent  have  been  achieved  for  a  third,  nitrogen  oxide.  Emission 
standards  for  1980,  1981  and  thereafter  call  for  further  reductions  in 
all  categories.  The  report  indicates  the  various  emission  control  systems 
that  may  be  used  to  meet  the  tougher  standards;  in  addition  to  some 
loss  in  fuel  economy,  GM  estimates  the  cost  of  meeting  the  post- 1981 
standards  to  be  an  additional  $200  per  vehicle  above  current  costs  for 
emission  control.  Automobile  fuel  economy  standards  are  established 
by  the  Energy  Policy  and  Conservation  Act  of  1975  and  in  regulations 
issued  pursuant  to  the  Act  by  the  U.S.  Department  of  Transportation. 
Automobiles  produced  by  GM  and  all  other  car  manufacturers  must 
meet  increasingly  stringent  fuel  economy  standards  by  1985:  the 
weighted  average  for  GM  and  all  other  manufacturers  is  19  miles  per 
gallon  in  1975,  increasing  gradually  to  27.5  miles  per  gallon  for  1985- 
model  cars.  The  GM  report  discusses  the  measures  already  taken  and 
those  contemplated  in  the  future  to  achieve  fuel  economy  standards. 
“Based  on  past  experience  and  forecasts  for  the  future,”  GM  estimates 
on  the  report,  “the  capital  expenditure  to  achieve  a  half-mile-per- 
gallon  improvement  in  the  Corporation’s  fleet  average  fuel  economy  is 
approximately  one  billion  dollars.  About  half  of  GM’s  capital  ex¬ 
penditure  in  North  America  is  for  fuel  economy.  It  is  projected  that 
total  capital  spending  could  reach  $5  billion  a  year  in  the  early 
1980’s  .  . 

Elsewhere  in  the  report,  GM  discusses  the  applicability  to  its 
plant  operation  of  the  Clean  Air  Act  Amendments  of  1977,  the 
Federal  Water  Pollution  Control  Act  of  1972,  the  Resource  Conserva¬ 
tion  and  Recovery  Act  of  1976,  and  the  Toxic  Substances  Control  Act 
of  1976.  The  report  summarizes  how  these  laws — affecting,  respective¬ 
ly,  air  quality,  water  quality,  solid  waste  management,  and  handling  of 
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chemicals — impact  GM’s  business  and  what  the  company  is  doing  to 
comply  with  established  standards.  GM  reports  capital  expenditures  for 
pollution  control  in  1977  of  $97  million  and  expenditures  of  $138 
million  for  research  and  development  and  operating  costs. 

The  section  of  GM’s  report  entitled  “Industrial  Energy  Manage¬ 
ment”  summarizes  GM’s  efforts  to  conserve  energy.  The  basic  objec¬ 
tives  of  GM’s  policy,  as  described  in  the  report,  are  to  conserve  energy 
by  reducing  usage  and  to  coordinate  internal  and  external  supply  plan¬ 
ning.  Responsibility  for  achieving  these  objectives  rests  primarily  with 
divisional  and  plant  managers.  By  using  administrative  controls,  engi¬ 
neering  solutions  and  financial  controls,  GM  reports  that  it  was  able 
to  reduce  total  energy  use  by  5.6  percent  between  1972  and  1977  and 
energy  use  per  vehicle  manufactured  by  21.9  percent. 


Aetna  Life  and  Casualty  Company 

In  1978,  Aetna  published  the  third  in  a  series  of  periodic  reports 
on  corporate  social  responsibility.  In  a  cover  letter  to  the  report, 
Chairman  John  H.  Filer  wrote:  “Large  corporations  can  no  longer  be 
single  purpose  institutions  directed  solely  to  economic  results.  All  must 
come  to  better  understand  the  sociological  and  political  actuality  in 
which  they  operate  and  be  visibly  attentive  to  the  public  interest — to 
the  public  interest  as  the  public  views  it.” 

The  28-page  report  summarizes  Aetna’s  policy  regarding  a  num¬ 
ber  of  social  policy  issues  related  to  its  business.  To  reduce  the  costs 
of  health  insurance,  Aetna  reports  on  a  number  of  measures  taken  to 
reduce  the  costs  of  medicaid  care:  encouraging  outpatient  care  in¬ 
stead  of  hosiptalization  whenever  possible,  payment  through  insurance 
for  a  second  surgeon’s  opinion  to  reduce  unnecessary  elective  surgery; 
encouraging  the  formulation  of  hospital  cost  control  commissions  at 
the  State  level;  more  efficient  planning;  and  more  cost-conscious  review 
of  claims  submitted  by  doctors.  To  reduce  the  costs  of  auto  insurance, 
Aetna  reports  on  its  efforts  to  enact  no-fault  automobile  insurance  at 
both  the  State  and  the  Federal  level. 

Several  pages  of  the  report  discuss  equal  employment.  “Equal 
employment  opportunity  has  been  at  the  heart  of  most  corporate  social 
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responsibility  programs  for  about  15  years.  The  fact  that  it  must  re¬ 
main  a  special  effort  tells  us  it  has  not  reached  its  final  goal  of  erasing 
distinctions  between  races  and  sexes.”  Discussion  of  progress  in  minor¬ 
ity  and  female  employment  includes  extensive  use  of  data  showing  the 
number  of  women  and  minorities  in  different  job  positions. 

The  report  also  discusses  the  social  implications  of  Aetna’s  invest¬ 
ment  activities.  “To  help  us  be  sensitive  to  social  improvement  oppor¬ 
tunities  of  our  investments  while  earning  a  reasonable  return,  we 
established  earlier  this  year  a  Corporate  Responsibility  Investment 
Committee.  The  committee  reviews  and  recommends  investments  spe¬ 
cifically  considered  for  their  social  impact,  encourages  expanded 
attention  to  social  issues  in  investment  operations  and  periodically 
reports  on  social  investments  to  our  company’s  directors  .  .  .  Our 
determination  to  be  a  fully  responsible  investor  extends  also  to  a  care¬ 
ful  review  of  proxy  material  of  companies  in  which  we  own  stock. 
Through  this  program  we  are  able  to  focus  attention  on  social  issues 
far  beyond  those  related  directly  to  our  business.  This  year  we  voted 
against  management  on  two  issues  involving  disclosure  of  information 
to  shareholders  and  abstained  on  a  resolution  requiring  corporate  ad¬ 
herence  to  the  oil  embargo  against  Rhodesia.” 

Other  sections  of  the  report  discuss  Aetna’s  participation  in  efforts 
to  revitalize  downtown  Hartford,  Connecticut,  where  Aetna’s  head¬ 
quarters  are  located,  and  its  policy  regarding  charitable  contributions. 
The  latter  includes  a  statement  of  overall  objectives,  general  contribu¬ 
tions’  guidelines,  criteria  for  the  selection  of  programs  and  projects  to 
be  funded,  and  current  funding  priorities. 

First  National  Bank  of  Minneapolis 

The  First  National  Bank  of  Minneapolis  has  pioneered  the  use  of 
social  indicators  in  social  reporting.  In  1971,  the  bank’s  urban  develop¬ 
ment  department  began  to  survey  community  needs  in  the  Minne- 
apolis-St.  Paul  area.  These  efforts  led  to  the  development  of  social 
indicators  for  the  community  and,  using  these  indicators,  First  Minne¬ 
apolis  conducted  an  audit  of  community  needs  in  1972.  The  results 
were  published  in  the  bank’s  1972  annual  report.  The  community 
audit  was  repeated  in  1976  and  the  community  indicators  modified. 
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In  1973,  the  bank  began  to  assess  the  impact  of  its  own  activities 
on  the  community  in  relation  to  the  social  indicators  it  had  developed. 
It  has  published  the  results  under  the  heading  of  “Internal  Social- 
Environmental  Report”  in  its  annual  report.  “Meeting  the  test  of 
public  accountability  is  not  a  static  effort,”  First  Minneapolis  states  in 
its  1977  report.  “The  questions  change;  the  priorities  shift;  as  com¬ 
munity  attitudes  are  continually  reshaped  by  dynamic  social  and 
political  forces.”  The  bank  describes  the  information  in  the  report  as 
a  response  to  the  public’s  right  to  know  about  banking  activities  having 
public  significance  and  as  an  effort  to  restore  public  confidence  in 
banking  institutions.  “At  best,  social  indicators  merely  allow  an  in¬ 
quiring  public  the  opportunity  to  touch  the  pulse  of  corporate  be¬ 
havior,  to  take  only  partial  inventory  of  its  health  and  stability.  But 
they  do  provide  basic  information  and  a  base  from  which  further 
inquiry  can  be  made.” 

The  Social-Environmental  Report  for  1977  is  divided  into  two 
sections:  Community  Investment  Assets  and  Employee  Investment 
Assets.  Under  the  heading  of  Community  Investment  Assets,  the  bank 
lists  approximately  40  indicators  in  13  separate  categories.  In  the 
Employee  Investment  Assets  category,  it  lists  12  indicators  in  five 
categories.  In  most  instances,  the  bank  gives  a  1977  goal,  1977  per¬ 
formance,  and  a  1978  goal. 

One  noteworthy  aspect  of  the  report  is  the  consistent  use  of  quan¬ 
titative  information.  Another  is  the  bank’s  willingness  to  report  infor¬ 
mation  indicating  performance  that  falls  short  of  stated  objectives.* 

To  illustrate:  under  Community  Investment  Assets,  the  Social- 
Environmental  Report  lists  the  following  information  concerning 
residential  mortgages. 


Residential  Mortgages 


Dollars  in  Minneapolis 


1977  Plan 

1977  Performance 

1978  Plan 


8,100,000 

10,081,500 

11,500,000 


♦See  Chapter  5  for  an  in-depth  discussion  of  First  Minneapolis’s  use  of  social 
indicators  for  internal  management. 
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Residential  Mortgages  (continued) 


Dollars  Outside  City 


1977  Plan 

19,600,000 

1977  Performance 

26,672,229 

1978  Plan 

29,500,000 

Number  in  Minneapolis 

1977  Plan 

300 

1977  Performance 

278 

1978  Plan 

300 

Number  Outside  City 

1977  Plan 

600 

1977  Performance 

644 

1978  Plan 

650 

Control  Data  Corporation 

Control  Data  has  published  two  reports  on  social  responsibility, 
the  most  recent  one  in  1978.  The  company  takes  a  somewhat  different 
view  of  social  issues  than  most  companies:  It  views  major  societal  prob¬ 
lems  as  opportunities  more  than  obstacles  or  obligations.  “The  major 
problems  of  our  society  are  massive,  and  massive  resources  are  re¬ 
quired  for  their  solution,”  Control  Data  states  in  the  Introduction  to 
its  1978  report.  “The  best  approach  is  to  view  them  with  the  strategy 
in  mind  that  they  can  be  profitable  business  opportunities  with  an 
appropriate  sharing  of  cost  between  business  and  government.”  The 
company’s  approach,  it  states,  “is  to  apply  our  technical  and  financial 
resources  and  professional  services  in  innovative  ways  to  help  solve 
selected  societal  problems.” 

Most  of  the  report  discusses  specific  initiatives  intended  to  use 
CD’s  resources  to  solve  problems  at  a  profit.  For  example,  under  the 
heading  “Community  Development,”  Control  Data  discusses  the  estab¬ 
lishment  of  manufacturing  plants  in  depressed  inner-city  neighbor¬ 
hoods  of  St.  Paul,  Minnesota,  and  Washington,  D.C. 

Control  Data  has  succeeded  in  making  the  inner-city  plants 
profitable  at  a  level  competitive  with  Control  Data’s  other  op¬ 
erations.  At  the  same  time,  the  inner-city  facilities  serve  the 
interests  of  the  surrounding  communities  .  .  .  providing  jobs  for 
inexperienced  persons  and  the  means  for  inner-city  residents  to 
begin  careers  in  the  mainstream  of  industry.  In  1978  the  payroll 
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from  the  three  plants  will  total  more  than  $6.5  million — a  sub¬ 
stantial  addition  to  the  economic  base  of  these  communities.  And 
the  presence  of  new  facilities  helps  the  communities  rebuild. 

Similarly,  the  company  views  equal  employment  as  an  issue  that 
presents  opportunities  for  the  company  as  well  as  employees. 

Today’s  challenge  is  to  provide  more  development  and  career 
advancement  opportunities — that  is,  quality  employment  as  well 
as  quantity  of  jobs.  Control  Data  now  has  a  resource  of  experi¬ 
enced  women  and  minority  employees  who  have  the  potential 
for  higher  positions.  We  have  created  a  number  of  programs  to 
help  them  develop  and  advance.  Our  goal  is  proportionate  em¬ 
ployment  of  minorities  and  women  at  all  levels  and  in  all  job 
categories  throughout  the  corporation. 

Control  Data  continues  its  equal  employment  policies  and  prac¬ 
tices  by  actively  recruiting  minority  and  women  candidates  at 
predominantly  minority  and  women’s  college,  establishing  nu¬ 
merical  goals  and  timetables  for  each  operating  unit,  resolving 
complaints  through  the  use  of  internal  resources  rather  than 
external  agencies,  cooperating  with  national  minority  and  women 
organizations  and  increasing  management  awareness  through 
training  seminars. 

Career  development  programs  for  minorities  and  women  have 
led  to  increased  emphasis  on  development  opportunities  for  all 
employees.  The  company  wants  each  employee  to  realize  full 
individual  potential.  Control  Data  also  practices  interim  job 
placement  to  give  employees  experience  and  background  needed 
for  further  advancement. 

All  managers  are  becoming  more  involved  in  plans  to  move 
minority  and  women  employees  into  all  job  families  and  em¬ 
ployment  levels.  Further,  line  managers  are  accountable  for 
actively  working  toward  proportionate  employment  goals. 

The  report  includes  a  considerable  amount  of  quantitative  infor¬ 
mation  which  allows  readers  to  evaluate  Control  Data’s  performance. 
For  example,  the  section  on  equal  employment  contains  a  statistical 
profile  of  the  company’s  work  force  for  five  separate  years  over  a  10- 
year  period,  showing  the  number  of  women  and  minorities  in  each  of 
the  nine  reporting  categories  established  by  the  U.S.  Equal  Employ- 
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ment  Opportunity  Commission.  Similarly,  a  section  of  the  report 
describes  the  minority  purchasing  program  for  Control  Data  and  one 
of  its  major  subsidiaries,  Commercial  Credit  Corporation,  provides 
readers  with  the  following  information. 


MINORITY  BUSINESS  PROGRAM  FOR  PURCHASING 
SUMMARY  OF  ACTIVITY 


CONTROL  DATA 

PERCENT 

1976 

1977 

CHANGE 

1. 

Number  of  new 
minority  firms 
identified 

254 

276 

+  9 

2. 

Number  of  minority 
firms  contacted 

554 

457 

-18 

3. 

Number  of  orders 
placed  with 
minority  firms 

1,673 

2,283 

+  36 

4. 

Total  dollars 
committed  to 
minority  firms 

$  2,419,098  $ 

4,286,466 

+  77 

5. 

Total  dollars 
committed  to 

all  suppliers 

$273,271,000  $391,755,266 

+  43 

6. 

Percent  of  total 
commitments  with 
minority  firms 

0.89% 

1.1% 

+  24 

COMMERCIAL  CREDIT 


PERCENT 

1976  1977  CHANGE 


Number  of  new 
minority  firms 
identified 

2 

19 

+  850 

Number  of  minority 
firms  contacted 

22 

59 

+  168 

Number  of  orders 
placed  with 
minority  firms 

192 

330 

+  72 
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MINORITY  BUSINESS  PROGRAM  FOR  PURCHASING 
SUMMARY  OF  ACTIVITY  (continued) 


COMMERCIAL  CREDIT  (continued) 


1976 


PERCENT 
1977  CHANGE 


4.  Total  dollars 


committed  to 
minority  firms 


$  114,948  $  147,456  +28 


5.  Total  dollars 


committed  to 
all  suppliers 


$  3,797,324  $  4,682,146  +23 


6.  Percent  of  total 
commitments  with 
minority  firms 


3% 


3.1%  +0.03 


Insurance  Industry  Reporting 

The  health  and  life  insurance  industry  established  a  social  report¬ 
ing  program  in  1973.  Member  companies  of  two  trade  associations — 
the  American  Council  of  Life  Insurance  and  the  Health  Insurance 
Association  of  America — are  invited  to  report  information  annually 
concerning  their  social  responsibility  commitments.  The  data  are  col¬ 
lected,  aggregated  and  reported  by  the  Clearinghouse  on  Corporate 
Social  Responsibility,  a  staff  arm  to  the  two  groups. 

The  report  for  1978  states  that  207  health  and  life  insurance  com¬ 
panies  participated  in  the  sixth  annual  survey.  Six  categories  of  infor¬ 
mation  are  included  in  the  1978  report:  community  projects,  company 
contributions,  equal  employment  opportunity,  environment  and  energy 
conservation,  voluntarism  and  social  investments.  In  each  category, 
the  44-page  report  discusses  five-year  trends  and  performance  during 
1972.  The  report  for  1977  contains  a  considerable  amount  of  data  in 
each  of  the  six  categories  indicating  performance  on  a  regional  basis 
and  on  the  basis  of  company  size. 

The  existence  of  an  industrywide  reporting  system  has  served  as 
an  important  resource  for  insurance  companies  interested  in  their 
social  performance,  and  it  has  undoubtedly  been  a  factor  in  establish¬ 
ing  the  high  quality  of  social  reporting  by  a  number  of  insurance  com- 
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panies.  But  aggregation  of  the  data  in  the  report  limits  its  utility  to 
the  reader  interested  in  the  performance  of  individual  companies. 

V.  SOCIAL  MEASUREMENT  AND 
REPORTING  IN  EUROPE 

Corporations  in  Western  Europe  have  been  experimenting  with  a 
number  of  different  approaches  to  social  reporting  in  the  past  several 
years.  The  practice  is  sometimes  referred  to  as  social  accounting  or 
social  auditing;  in  France  it  is  known  as  “le  bilan  social,”  and  in  Ger¬ 
many,  “socialbilanz.”  Whatever  the  terminology,  the  practice  involves 
reporting  publicly  on  the  social  as  well  as  the  financial  aspects  of  cor¬ 
porate  performance  to  an  audience  that  extends  beyond  the  traditional 
audience  of  shareholders. 

Social  reporting  in  Western  Europe  is  described  briefly  below,  and 
at  greater  length  in  Chapter  3.  Approaches  used  differ  somewhat  from 
country  to  country.  But  in  every  country  in  Western  Europe  corporate 
social  reporting  is  a  response  to  new  pressures  and  expectations.  Cir¬ 
cumstances  vary  from  country  to  country,  but  in  general  these  pres¬ 
sures  and  expectations  involve  relations  with  employees,  and  particu¬ 
larly  trade  unions.  As  a  result,  most  social  reports  in  Western  Europe 
have  emphasized  the  impact  of  corporate  activities  on  employees. 
Although  different  social  and  political  conditions  limit  the  transfer- 
ability  of  European  models,  the  European  developments  merit 
examination. 

The  typical  European  report  contains  considerable  data  regarding 
employer-employee  relations,  and  some  discuss  corporate  activities 
that  affect  the  physical  environment.  But  in  comparison  to  reports  pub¬ 
lished  by  firms  in  the  United  States,  there  is  little  reporting  on  subjects 
such  as  consumer  affairs,  energy  usage,  product  safety  and  quality,  and 
community  relations.  In  general,  European  reports  are  more  quanti¬ 
tative  than  their  American  counterparts. 

Various  reporting  approaches  are  used  in  Europe;  the  most  com¬ 
mon  is  known  as  the  value-added  approach.  A  firm  using  the  value- 
added  approach  attempts  to  quantify  the  net  value  of  its  contribution 
to  the  society.  In  economic  terms,  net  value  added  represents  the 
company  contribution  to  the  national  income,  determined  by  sales  and 
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other  operating  revenue,  minus  purchased  supplies  and  services,  and 
depreciation.  The  company’s  contribution  to  society  is  stated  in  mone¬ 
tary  units  going  to  government  at  all  levels,  to  various  publics,  and 
toward  preservation  of  the  natural  environment. 

Reporting- in  West  Germany 

Social  reporting  is  not  required  by  law  in  West  Germany.  The 
initiation  of  socialbilanz,  the  German  term  for  social  reporting,  has 
come  largely  from  business  groups  seeking  to  respond  to  employee 
pressures  and  to  prevent  the  enactment  of  legislation. 

More  than  two  dozen  West  German  corporations  have  pub¬ 
lished  social  reports  in  the  last  several  years.  The  reports,  many  of 
which  run  to  more  than  50  pages,  are  usually  published  separately 
from  annual  reports;  however,  a  trend  toward  integration  of  social 
reports  into  annual  reports  appears  to  be  under  way.  The  reports  are 
structured  to  emphasize  contributions  to  the  need  and  well-being  of  a 
number  of  constituencies,  with  a  heavy  emphasis  on  employee  wel¬ 
fare.  Most  contain  substantial  amounts  of  data  concerning  wages, 
salaries  and  fringe  benefits,  working  conditions,  and  employee  health 
and  safety. 

Various  conceptual  tools  are  utilized,  sometimes  in  combination. 
One  approach  used  is  the  net  value-added  approach;  it  involves  a  com¬ 
putation  of  net  value  added  in  monetary  units  (marks)  as  a  result  of 
business  activities,  with  benefits  to  employees,  suppliers,  creditors, 
shareholders,  government,  and  others  stated  separately.  Reports  some¬ 
times  use  a  social  benefit-cost  form  of  analysis.  Social  indicators  are 
also  used  in  some  reports.  Several  German  firms,  most  notably 
Deutsche  Shell,  A.G.,  have  used  an  approach  known  as  goal  account¬ 
ing  and  reporting.  This  involves  the  establishment  of  social  goals  by 
management  and  an  analysis  of  performance  in  achieving  those  goals. 
The  process  employed  is  in  some  ways  similar  to  the  process  audit. 

Reporting  in  France 

Social  reporting  in  France  is  mandated  by  law.  When  fully  imple¬ 
mented  in  1982,  the  law  will  require  all  firms  with  more  than  300  em- 


CORPORATE 
SOCIAL  REPORTING: 
A  STATUS  REPORT 


31 


ployees  to  prepare  an  annual  social  report  ( bilan  social ).  The  bilan 
social  concerns  only  relationships  between  the  firm  and  its  employees. 

The  content  of  the  bilan  social  is  prescribed  by  statute  and  in  ad¬ 
ministrative  decree.  Seven  broad  categories  involving  employee  rela¬ 
tions  are  covered:  employment;  wages  and  salaries;  health  and  safety 
conditions;  other  working  conditions;  education;  industrial  relations; 
and  other  life  conditions  depending  on  the  firm.  In  each  category, 
information  must  be  reported  in  relation  to  specific  indicators.  For 
example,  indicators  in  the  first  category  (employment)  include  size  of 
the  effective  force,  employment  of  outside  workers,  hirings  and  de¬ 
partures  from  the  firm  during  the  year,  unemployment,  and  absentee¬ 
ism.  Approximately  100  indicators  are  required  altogether.  Employees 
are  the  primary  audience  for  the  report.  Employers  are  required  to 
furnish  copies  of  the  reports  to  the  Ministry  of  Labor,  employee  organ¬ 
izations,  including  trade  unions,  individual  employees  and  shareholders. 

It  is  difficult  to  assess  the  impact  of  the  French  law;  the  statute 
was  enacted  in  July  1977  and  administrative  decrees  were  issued  in 
December  1977.  The  law  will  not  go  into  full  effect  until  1982.  The 
reports  that  are  issued  may  provide  a  basis  for  employers  and  others  to 
evaluate  corporate  social  policy,  and  the  data  generated  in  preparing 
the  report  may  be  useful  to  managers  in  business  planning  that  affects 
employees. 

Reporting  in  the  Netherlands 

Social  reporting  is  well  established  in  the  Netherlands.  More  than 
100  reports  have  been  published  to  date,  a  significant  number  consider¬ 
ing  the  size  of  the  country.  Reporting  is  voluntary,  although  there  have 
been  some  pressures  for  legislation. 

Reports  by  Dutch  companies  usually  take  one  of  three  forms.  One 
is  a  combination  of  financial  and  social  information.  Another  is  a  ver¬ 
sion  of  the  financial  report  adapted  for  and  directed  to  employees.  The 
third  is  a  specially  designed  social  report.  Reports  by  Dutch  companies 
tend  to  be  narrower  in  scope  than  German  reports;  the  emphasis  is  al¬ 
most  exclusively  on  employer-employee  relations.  They  contain  much 
less  statistical  data  than  is  usually  found  in  reports  published  by  Ger¬ 
man  companies.  One  noteworthy  aspect  of  social  reporting  in  the 


CORPORATE  SOCIAL  REPORTING 
IN  THE  UNITED  STATES 
AND  WESTERN  EUROPE 


32 


Netherlands  is  an  annual  prize  for  the  best  social  report  by  a  Dutch 
corporation,  reportedly  awarded  by  a  jury  of  experts  using  explicit 
evaluative  criteria. 

Other  Countries 

There  has  been  growing  interest  in  social  reporting  in  other  Euro¬ 
pean  countries,  including  Belgium,  Italy,  Norway,  Spain,  Sweden, 
Switzerland  and  the  United  Kingdom.  One  of  the  most  comprehensive 
reports  yet  to  appear  in  any  country  was  published  in  September  1978 
by  Migros,  a  giant  Swiss  cooperative.  Migros  has  interests  in  retailing, 
banking,  insurance,  publishing  and  other  lines  of  business.  It  is  one  of 
the  largest  business  firms  in  Europe,  with  annual  sales  in  excess  of  $3 
billion. 

The  Migros  report  is  notable  for  its  breadth,  balance,  candor  and 
extensive  use  of  hard  data.  Among  other  things,  it  admits  to  disparities 
in  wage  levels  between  male  and  female  employees,  that  emissions  of 
pollutants  from  some  facilities  have  increased  during  the  past  four 
years,  and  that  many  employees  find  that  their  work  is  not  very  in¬ 
teresting.  Migros  has  translated  the  report  into  English;  when  it  be¬ 
comes  available  in  the  United  States,  it  may  prove  valuable  to  com¬ 
panies  here. 


VI.  CONCLUSION 

This  survey  has  emphasized  the  development  and  current  status 
of  social  reporting  by  major  corporations  in  the  United  States.  As  the 
survey  indicates,  some  significant  developments  have  occurred  in  the 
past  10  years  or  so.  Currently,  a  large  number  of  companies  are  re¬ 
porting  some  information  on  matters  of  social  concern.  And  although 
much  of  what  is  reported  is  selective  and  some  of  it  self-serving,  nota¬ 
ble  exceptions  to  the  norm  do  exist.  Some  of  the  exceptions  have  been 
noted  here. 

It  seems  reasonable  to  expect  continued  improvement  in  the  qual¬ 
ity  of  social  reporting.  Public  interest  in  corporate  social  performance 
remains  high,  and  more  and  more  corporate  leaders  are  using  social 
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reporting  to  address  themselves  to  public  expectations.  The  absence  of 
agreement  on  the  form  and  the  content  of  reporting,  and  the  com¬ 
plexity  of  the  American  economy,  suggest  that  experimentation  with 
different  approaches  to  social  reporting  will  continue. 

The  following  chapters  of  this  report  should  prove  helpful  to 
companies  interested  in  both  internal  social  measurement  and  social 
reporting.  The  suggestion  of  two  eminent  groups — the  Committee  for 
Economic  Development  and  the  American  Institute  of  Certified  Public 
Accountants — may  also  be  useful. 


CED  Suggestions 

In  its  report  on  social  measurement  several  years  ago,  the  CED 
suggested  a  model  that  could  be  used  to  prepare  both  internal  social 
audits  and  social  reports  for  the  public.  The  CED’s  model  is  set  forth 
in  full  on  page  34. 

In  suggesting  the  model,  the  CED  said: 

This  model  does  not  provide  a  response  to  every  demand  that  is 
voiced  nor  does  it  provide  a  single  measure  of  a  corporation’s 
aggregate  social  performance.  Rather,  it  presents  a  comprehen¬ 
sive  report  of  what  the  corporation  is  doing  and  has  done,  and 
places  the  burden  of  evaluation  on  readers  of  the  report. 

The  model  presumes  that  the  corporation,  by  such  methods  as 
it  chooses,  has  identified  society’s  expectations,  has  determined 
the  priority  each  deserves,  and  has  accepted  responsibility  for 
some  or  many.  Once  the  corporation  has  taken  these  steps,  the 
model  proposes  that  it  report  which  expectations  it  recognizes, 
which  expectations  it  can  and  is  responding  to,  and  the  results 
of  an  assessment  of  its  performance  in  each  activity  it  is  con¬ 
ducting.  This  effort  would  involve  the  steps  given  in  Exhibit  1. 

AICPA  Suggestions 

In  a  comprehensive  report  on  social  measurement  published  in 
1977,  the  American  Institute  of  Certified  Public  Accountants  made  a 
number  of  suggestions  that  may  also  prove  helpful  to  companies  in¬ 
terested  in  social  measurement  in  general  and  social  reporting  in  par- 
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A  Model  for  Social  Auditing/Reporting* 


1.  An  Enumeration  of  So¬ 
cial  Expectations  and  the 
Corporation’s  Response 

A  Summary  and  candid  enumera¬ 
tion  by  program  areas  (e.g.,  con¬ 
sumer  affairs,  employee  relations, 
physical  environment,  local  com¬ 
munity  development)  of  what  is 
expected,  and  the  corporation’s 
reasoning  as  to  why  it  has  under¬ 
taken  certain  activities  and  not 
undertaken  others. 

2.  A  Statement  of  the  Cor¬ 
poration’s  Social  Objectives 
and  the  Priorities  Attached 
to  Specific  Activities 

For  each  program  area  the  cor¬ 
poration  would  report  what  it 
will  strive  to  accomplish  and  what 
priority  it  places  on  the  activities 
it  will  undertake. 

3.  A  Description  of  the 
Corporation’s  Goals  in  Each 
Program  Area  and  of  the 
Activities  It  Will  Conduct 

For  each  priority  activity,  the 
corporation  will  state  a  specific 
goal  (in  quantitative  terms  when 
possible)  and  describe  how  it  is 
striving  to  reach  that  goal  (e.g., 
to  improve  educational  facilities 
in  the  community  it  will  make 
available  qualified  teachers  from 
among  members  of  its  staff). 

4.  A  Statement  Indicating 
the  Resources  Committed 
To  Achieve  Objectives  and 
Goals 

A  summary  report,  in  quantita¬ 
tive  terms,  by  program  area  and 
activity,  of  the  costs — direct  and 
indirect — assumed  by  the  cor¬ 
poration. 

5.  A  Statement  of  the  Ac¬ 
complishments  and/or  Prog¬ 
ress  Made  in  Achieving 
Each  Objective  and  Each 
Goal 

A  summary,  describing  in  quanti¬ 
tative  measures  when  feasible  and 
through  objective,  narrative  state¬ 
ment  when  quantification  is  im¬ 
practicable,  the  extent  of  achieve¬ 
ment  of  each  objective  and  each 
goal. 

*  Taken  from  Measuring  Business’s  Social  Performance:  The  Corporate 
Social  Audit.  Committee  for  Economic  Development.  1974. 
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ticular.  “There  is  little  likelihood  that  a  system  will  be  devised  in  the 
foreseeable  future  that  can  measure  the  social  impacts  of  business  ac¬ 
tions  with  anything  approaching  the  refinement  of  financial  accounting 
systems,”  the  AICPA  concluded.  “Nevertheless,  substantial  strides 
can  be  expected  to  result  in  more  useful  social  information.” 

In  its  report  ( The  Measurement  of  Corporate  Social  Perfor¬ 
mance),  the  AICPA  described  the  characteristics  of  “a  social  informa¬ 
tion  system  capable  of  implementation  within  a  decade.”  The  AICPA’s 
suggestions  are  directed  to  the  design  of  internal  social  measurement 
systems  and  the  preparation  of  social  reports.  The  AICPA’s  initial  sys¬ 
tem  would  have  the  following  major  characteristics. 

1.  Not  all  social  phenomena  will  be  measured;  instead,  em¬ 
phasis  will  be  given  to  significant  actions  and  impacts  affect¬ 
ing  areas  of  primary  social  concern. 

2.  Within  each  area  of  emphasis,  measurements  will  be  made 
of  selected  attributes,  chosen  because  they  indicate  the  es¬ 
sence  of  actions  taken  and  impacts  made  by  the  company. 

3.  A  variety  of  units  of  measure  will  be  employed,  and  nar¬ 
rative  descriptions  will  be  used  where  quantitative  meas¬ 
urements  are  not  practical. 

4.  Although  occasionally  there  will  be  attempts  to  assess  im¬ 
pacts  on  the  quality  of  human  life  directly,  the  measurements 
will  usually  relate  to  impacts  on  social  conditions  thought  to 
affect  the  quality  of  human  life  to  a  significant  extent. 

5.  Where  the  measurement  of  impacts  on  social  conditions  is 
not  practical,  an  attempt  will  be  made  to  measure  actions  and 
their  immediate  results.  (These  may  often  be  measured,  in 
any  event,  because  of  the  intrinsic  value  of  that  infor¬ 
mation.  ) 

6.  The  distinction  between  social  and  economic  information 
will  often  be  obscure. 

7.  The  system  will  not  possess  complete  neutrality. 
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Board  Oversight 

Finally,  companies  may  be  able  to  improve  the  quality  of  social 
measurement  and  social  reporting  by  expanding  the  oversight  role  of 
the  board  of  directors  with  respect  to  social  issues. 

Increasingly,  oversight  of  corporate  activities  that  have  significant 
social  impact  is  seen  as  one  of  the  most  important  duties  of  corporate 
directors.  In  a  1978  statement  entitled  The  Role  and  Composition  of 
the  Board  of  Directors  of  the  Large  Publicly  Owned  Corporation,  The 
Business  Roundtable  listed  what  it  considers  to  be  the  four  key  func¬ 
tions  of  the  board:  (1)  provision  for  management  and  board  succes¬ 
sion;  (2)  consideration  of  decisions  and  actions  with  a  potential  for 
major  economic  impact;  (3)  consideration  of  major  social  impacts; 
(4)  establishment  of  policies  and  procedures  to  assure  compliance  with 
law.  Within  limits  discussed  in  the  report,  the  Roundtable  said  in  re¬ 
gard  to  consideration  of  social  impacts:  “It  is  the  board’s  duty  to 
consider  the  overall  impact  of  the  activities  of  the  corporation  on  (1) 
the  society  of  which  it  is  a  part,  and  on  (2)  the  interests  and  views  of 
groups  other  than  those  immediately  identified  with  the  corporation.” 

As  part  of  its  oversight  role  regarding  social  impacts,  either  the 
entire  board  or  a  public  policy  committee  of  the  board  could  review 
corporate  social  measurement  activities  in  general  and  social  reporting 
in  particular.  Review  and  approval  by  the  board  could  improve  the 
quality  of  reporting  and  enhance  its  credibility  with  the  public  at  large 
and  affected  groups.  ■ 
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2  In  November  1976,  BankAmerica  Corporation  for¬ 
mally  adopted  a  “Voluntary  Disclosure  Code.”  That 
document  is  part  of  BankAmerica  Corporation’s 
continuing  effort  to  remain  responsive  to  all  of 
the  people  whom  its  activities  affect — its  customers, 
investors,  employees  and  the  public.  Thus,  the  cor¬ 
poration  not  only  acknowledges  obligations  in  the 
area  of  social  responsibility,  but  regards  them  as  an  integral  part  of 
overall  corporate  objectives. 

This  paper  describes  the  major  considerations  which  led  to  the 
development  of  the  code,  the  objectives  which  that  code  pursues,  the 
principles  and  guidelines  which  it  established,  the  methodology  used 
in  the  preparation  of  the  code  and  the  company’s  experience  since  the 
adoption  of  the  code,  including  the  response  and  interest  shown  by 
the  corporate  community  and  the  constituencies  addressed  by  the  code. 
The  paper  also  focuses  on  disclosure  in  the  corporate  responsibility 
area  and  examines  BankAmerica’s  more  recent  development  of  a  code 
of  corporate  conduct. 


GENESIS  OF  THE  CODE 


The  context  in  which  the  Disclosure  Code  was  conceived  and 
developed  includes  all  of  the  factors  familiar  in  the  discussion  of  cor¬ 
porate  social  responsibility:  the  rise  of  consumer  and  social  activism, 
increasing  public  concern  with  environmental  issues,  and  the  growing 
use  of  legislative  and  regulatory  action  in  pursuit  of  such  goals  as 
equality  in  employment,  housing  and  credit  practices.  As  a  banking  in¬ 
stitution,  and  a  major  multinational  corporation,  BankAmerica  was 
also  subject  to  several  additional  developments. 

In  recent  years,  corporate  prestige  and  credibility  have  seriously 
declined.  For  a  while,  charges  and  recriminations  about  corporate 
bribery  and  illegal  payments  appeared  in  the  newspapers  almost  on  a 
daily  basis. 
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Initiative 

The  chief  executive  of  BankAmerica  Corporation,  President 
A.  W.  Clausen,  expressed  his  personal  concern  about  this  subject  in 
announcing  in  early  1976  the  formation  of  a  task  force  of  senior  ex¬ 
ecutives  to  draft  a  disclosure  code.  In  a  speech  entitled  “Voluntary 
Disclosure:  Someone  Has  to  Jump  Into  the  Icy  Water  First,”  he  al¬ 
luded  to  the  problems  plaguing  the  business  community.  For  example, 
he  recognized  that  “there  has  been  a  massive  erosion  of  public  con¬ 
fidence  in  the  integrity  of  business,”  and  that  “this  decline  in  confi¬ 
dence  is  related  directly  to  the  revelations  of  scandalous  behavior  in 
the  corporate  community.” 

Opinion  surveys  had  begun,  at  least  as  far  back  as  1968,  to  show 
a  steady  deterioration  in  the  public’s  confidence  in  business  in  this 
country. 

There  have  also  been  in  recent  years  several  well  publicized  bank 
failures,  among  them  the  largest  in  the  history  of  the  United  States.  At 
just  about  the  time  Mr.  Clausen  spoke,  major  newspapers  were  print¬ 
ing  lists  of  “problem  banks,”  which  helped  to  generate  misplaced  con¬ 
cern  about  the  condition  of  the  banking  industry  and  the  health  of  our 
financial  institutions  generally. 

Mr.  Clausen  indicated  in  his  announcement  that  BankAmerica 
was  undertaking  its  disclosure  code  partly  to  “initiate  strong  and 
specific  measures  to  reverse  public  skepticism.  We  believe,”  he  said, 
“it  is  necessary  for  corporate  enterprise  to  go  beyond  a  code  of  conduct. 
We  think  that  banks  should  lead  the  way.  We  are  serious  about  our 
own  integrity  and  the  way  we  put  it  to  work  in  our  daily  transactions. 
Candor  and  openness  is  an  advantage,  rather  than  an  impediment,  to 
the  conduct  of  the  banking  business.”  He  charged  the  task  force  to 
sort  out  true  public  policy  objectives,  then  weigh  the  company’s  obli¬ 
gations  to  the  several  constituencies  it  serves  and  seek  to  resolve  con¬ 
flicts  where  there  were  competing  obligations.  He  made  clear  that  the 
end  result  was  to  be  a  disclosure  code  which  would  open  BankAmer- 
ica’s  operations  to  greater  public  scrutiny  than  ever  before. 

Mr.  Clausen  acknowledged  that  the  business  world  views  in¬ 
creased  disclosure  with  mixed  emotions:  It  is  concerned  about  the 
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dangers  to  privacy  and  confidentiality,  worried  that  accelerating  and 
occasionally  conflicting  demands  for  more  disclosure  cannot  ever  be 
satisfied,  and  frustrated  by  the  burden  of  increased,  often  counterpro¬ 
ductive,  regulation.  But,  he  went  on  to  say  that  disclosure  is  not  an 
end  in  itself,  not  a  cure-all,  but  “an  important  step  toward  a  more 
rational  world,  one  in  which  we  work  cooperatively  with  our  regula¬ 
tors  toward  common  goals.” 

Regulation 

Concern  about  the  growth  in  government  regulation  is  another 
reason  why  the  code  was  developed.  The  banking  industry  is  very 
heavily  regulated,  and  the  posture  of  regulators  toward  disclosure  has 
been,  typically,  to  prefer  full  disclosure  to  the  regulators  with  minimal 
disclosure  to  the  public.  Banking  had  long  been  subject  to  such  a  philo¬ 
sophy,  but  a  further  problem  arose  when  bank  holding  companies  were 
formed — a  process  that  began  in  the  late  1960’s — and  became  subject 
to  the  public  disclosure  requirements  of  the  federal  securities  laws. 

BankAmerica  believes  that  the  marketplace  is  a  far  more  efficient 
regulator  than  a  rigid  institutional  and  regulatory  framework,  such  as 
the  elaborate  one  which  supervises  many  phases  of  banking  activities 
today.  It  seems  likely  that  the  public  will  become  convinced  of  the 
superiority  of  the  marketplace  only  through  widely  practiced  business 
efforts  to  voluntarily  disclose  material  facts  about  operations.  One 
of  the  benefits  which  may  result  is  that  detailed  rules  and  regulations 
may,  in  some  measure,  give  way  to  voluntary  disclosure. 

Internal  Uses 

One  other  reason  for  preparing  the  code  was  to  ensure  the  provi¬ 
sion  of  comprehensive  information  to  management.  Historically,  in 
many  institutions,  a  few  senior  people  have  had  a  good  personal  grasp 
of  all  the  affairs  of  the  business.  But  as  businesses  have  grown,  in 
some  cases  becoming  global  institutions,  many  have  decentralized  op¬ 
erations;  much  personal  contact  has  been  lost,  and  important  informa¬ 
tion  has  become  diffuse  or  inaccessible,  even  to  top  management. 
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Others  in  an  institution  may  lack  sufficient  information  about  corpo¬ 
rate  activities  for  their  own  efficient  performance,  and  morale  may  at 
times  suffer  because  employees  lack  information  and  understanding 
about  corporate  activities.  So  there  can  be  a  strong  internal  purpose  in 
formulating  a  code  of  disclosure:  to  systematize  information  which  is 
of  value  to  management. 

The  code  also  addressed  several  criticisms  of  the  social  activist 
critics  of  business,  including  charges  that  large  companies  have  very 
costly  impacts  on  society  and  that  they  are  guilty  of  reprehensible  con¬ 
duct,  as  witness  the  recent  examples  of  unrestrained  corporate  abuses 
and  criminal  activities.  Other  charges  are  that  corporate  governance 
is  oligarchical,  enabling  corporate  officers  to  operate  without  account¬ 
ability  for  their  own  actions,  and  that  corporations  often  violate  the 
rights  of  employees.  In  this  respect  full  disclosure  can  influence  inter¬ 
nal  corporate  behavior.  As  Mr.  Clausen  put  it,  “What  better  inhibitor 
to  misconduct  or  ineptness  than  the  certain  knowledge  that  one’s  ac¬ 
tions  will  become  known?”  In  important  areas,  BankAmerica’s  code 
provides  for  disclosure  not  only  of  what  policies  and  practices  are,  but 
of  any  known  instance  of  breach  of  those  practices. 

By  analyzing  the  availability  of  corporate  information,  a  dis¬ 
closure  policy  also  can  be  a  valuable  management  tool.  Formulating  a 
disclosure  policy  legitimates  as  corporate  policy  the  provision  of  infor¬ 
mation  to  various  constituencies.  It  assumes  that  the  function  of  pro¬ 
viding  information  is  embodied  in  a  policy  which  can  be  enunciated, 
implemented,  monitored,  evaluated  and  revised.  Its  value  as  a  manage¬ 
ment  tool  is  in  forcing  management  to  look  at  its  own  information 
policies  and  practices,  and  to  determine  where  it  wants  to  be  on  a 
spectrum  of  possible  responses  that  ranges  from  “none  of  your  busi¬ 
ness”  to  “everything  you  want  to  know — and  more.”  A  disciplined 
exercise  of  this  process  results  in  an  explicit  policy,  rather  than  an 
improvised  and  rationalized  response  to  specific  requests.  While  dis¬ 
closure  guidelines  cannot  perfectly  anticipate  all  future  circumstances, 
or  serve  every  need,  they  can  provide  a  cohesive  statement  of  principle 
and  help  articulate  a  commitment  to  candor  and  openness  in  the  con¬ 
duct  of  business. 
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THE  PRINCIPLES  AND 
GUIDELINES  IN  THE  CODE 

The  Disclosure  Code  document  itself  is  organized  as  follows: 

A  President’s  Preamble  briefly  describes  the  reasons  for  creation 
of  the  code,  the  process  that  was  followed  in  compiling  it,  and  an  in¬ 
dication  of  the  code’s  importance  to  the  corporation  and  the  public. 

Section  One  describes  the  objectives  and  constraints  involved  in 
application  of  the  code. 

Section  Two  contains  seven  basic  and  general  “Disclosure  Prin¬ 
ciples”  describing  the  obligations  to  each  of  the  major  audiences  or 
constituencies  which  the  code  undertakes  to  fulfill.  These  basic  prin¬ 
ciples  are  the  primary  authority  used  to  guide  the  company  in  apply¬ 
ing  the  code  to  specific  factual  circumstances.  The  “right  to  know” 
is  paramount,  with  limitations  imposed  on  disclosure  only  where 
clearly  appropriate.  These  principles  include:  deposit  customers  are 
entitled  to  information  necessary  to  understand  and  evaluate  the 
terms,  conditions,  availability  and  safety  of  deposit  services;  borrowers 
are  entitled  to  know  the  standards  for  credit  eligibility  and  to  evaluate 
the  credit  extended,  including  all  charges,  the  methods  of  calculation, 
and  all  conditions  and  obligations  involved;  and  investors  in  the  com¬ 
pany’s  securities  are  entitled  to  information  necessary  to  judge  the 
quality  of  their  investments,  the  adequacy  of  management  and  the 
value  of  their  holdings. 

The  code  proper  follows  these  principles.  It  consists  of  70  different 
categories  of  specific  information  which  are  available.  These  70  items 
are  arranged  according  to  the  activities  each  category  described,  and 
then  grouped  under  the  corporation’s  three  principal  functions:  acting 
as  a  financial  intermediary,  providing  trust  and  money  market  services, 
and  managing  the  corporate  enterprise. 

Section  Three  explains  how  to  obtain  access  to  the  items  of  infor¬ 
mation  described  in  the  code,  and  contains  the  address  of  the  “Infor¬ 
mation  Coordinator”  charged  with  implementing  the  provisions  of  the 
code. 

Finally,  the  Appendix  provides  information  to  the  reader  concern¬ 
ing  the  nature  of  commercial  banking;  it  also  contains  a  profile  of 
BankAmerica  Corporation’s  activities  and  organization. 
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Objectives 

While  in  practice  the  controlling  substance  of  the  code  lies  in  the 
specific  items  of  information  listed  in  it,  the  objectives  and  constraints 
described  in  Section  One  are  of  the  most  interest  in  a  general  treat¬ 
ment  of  the  broad  subject  of  disclosure. 

The  stated  objectives  are: 

1.  To  provide  the  men  and  women  who  manage  BankAmerica 
with  a  continuing  guide  that  keeps  effective  disclosure  a 
principal  objective  of  corporate  policy. 

2.  To  facilitate  disclosure  of  information  that  has  been  deter¬ 
mined — not  by  the  corporation  but  by  its  constituencies — to 
be  useful  and  relevant  in  understanding  and  evaluating 
BankAmerica’s  activities.  This  is  a  key  point.  One  of  the 
principal  purposes  of  the  code  was  to  provide  the  various 
constituencies — customers,  employees,  shareholders  and  the 
public — with  what  they  say  they  need  in  order  to  judge 
whether  the  company’s  activities  are  being  conducted  in  a 
competent  fashion,  and  to  avoid,  to  the  extent  possible,  im¬ 
posing  management  constraints  on  their  perception  of  their 
own  information  needs. 

3.  To  encourage  disclosure  of  information  in  ways  which  can 
be  easily  understood  by  all  concerned.  There  is  a  multitude 
of  information  already  available  to  an  interested  person,  but 
not  all  of  it  is  readily  understandable. 

4.  To  give  the  public  ready  access,  to  the  extent  permitted  by 
law,  to  information  the  corporation  currently  provides  in  its 
routine  reporting  to  regulatory  agencies.  The  innovative  pos¬ 
ture  taken  here  is  that  if  one  of  the  many  documents  pre¬ 
pared  for  government  agencies  is  available  in  Sacramento — 
or  in  Washington,  D.C.,  upon  a  Freedom  of  Information 
Act  request  to  that  agency — then  it  would  be  inconsistent  for 
BankAmerica  not  to  make  it  available  upon  request  at  its 
own  offices. 

5.  To  define  the  limits  of  voluntary  disclosure  by  responding 
to  the  public’s  question  of  “Why  not  provide  this  particular 
information?” 


STRENGTHENING  PUBLIC  CONFIDENCE  IN  BUSINESS 
THROUGH  VOLUNTARY  DISCLOSURE 
AND  CODES  OF  CONDUCT 


45 


Constraints 

In  the  category  of  “why  not’s,”  the  code  contains  five  principal 
constraints.  The  first  is  privacy.  Disclosure  must  not  violate  the  privacy 
rights  of  individuals  or  institutions.  BankAmerica  will  not  disclose  in¬ 
formation  about  individual  customers  or  employees  without  their  per¬ 
mission  or  unless  legally  required  to  do  so.  This  is  a  particularly  im¬ 
portant  constraint  for  a  commercial  bank  to  uphold. 

A  second  constraint  is  confidentiality.  The  corporation  cannot  dis¬ 
close  information  that,  if  published,  might  significantly  impair  its  own 
effectiveness.  Some  confidential  and  proprietary  information  in  the 
possession  of  others  would  harm  the  corporation’s  competitive  posture. 
Some  internal  communications  also  have  to  be  extremely  detailed  and 
candid  to  be  effective,  and,  if  their  effectiveness  is  to  be  maintained, 
they  cannot  and  will  not  be  disclosed  in  their  entirety.  This  constraint 
is  not  intended  to  inhibit  the  free  exchange  of  information,  but  it  does 
reserve  to  the  corporation  the  right  to  decide  the  extent  and  form  of 
the  distribution  of  information. 

The  third  constraint  is  subjectivity.  BankAmerica  will  not  dis¬ 
close  speculative  or  judgmental  material  that  might  induce  unwar¬ 
ranted  effects.  Here  the  basic  concept  is  that  mere  opinions  and  pro¬ 
jections  are  not  properly  the  subjects  of  a  disclosure  policy.  The  code 
is  oriented  to  factual  information,  and  this  has  been  interpreted  to 
include  matters  of  policy  and  procedure.  But  there  are  certain  kinds 
of  opinions  formed  in  the  course  of  daily  activities  that  would  be 
harmful  to  publish,  such  as  projections  regarding  foreign  currency 
values.  Also,  certain  disclosures  could  lead  to  speculation  in  the  cor¬ 
poration’s  own  publicly  traded  securities — its  common  stock. 

A  fourth  constraint  is  proper  presentation.  Recognizing  that  the 
interpretation  of  factual  information  is  often  influenced  by  the  manner 
in  which  it  is  presented,  the  corporation  will  not  disclose  material  that 
simply  invites  misinterpretation.  In  some  cases,  BankAmerica  will  sim¬ 
plify  governmental  reports  so  that  the  key  information  reported  can 
be  understood  by  the  average  customer  or  shareholder.  Often,  this 
requires  comparative  industry  data  to  provide  a  context  for  the  public 
to  understand  the  particular  factual  material  being  disseminated. 
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The  final  constraint  is  usefulness.  BankAmerica  will  provide  in¬ 
formation  only  where  usefulness  justifies  the  expense  of  providing  it. 
If  requested  information  which  otherwise  falls  within  one  of  the  prin¬ 
ciples  of  disclosure  enunciated  in  the  code  is  not  material,  useful,  or 
necessary  for  the  management  of  the  corporation,  and  especially  if  the 
demand  for  this  information  is  minimal,  the  person  asking  for  it  must 
be  willing  to  pay  the  cost  involved  in  preparing  the  information. 

This  is  admittedly  a  formidable  set  of  constraints.  However,  they 
are  not  intended  to  deter  anyone  seeking  information,  but  merely  to 
explain  some  of  the  conditions  under  which  information  can  and  can¬ 
not  be  supplied.  Together,  the  objectives  and  constraints  provide  a 
rationale  for  determining  what  information  will  be  available  as  a  mini¬ 
mum.  Because  the  code  represents  corporate  policy,  it  is  also  signifi¬ 
cant  that  it  is  a  commitment  to  make  information  available  consist¬ 
ently,  in  both  good  times  and  bad. 

DRAFTING  THE  CODE 

BankAmerica’s  code  was  the  product  of  many  months  of  effort. 
The  Disclosure  Task  Force  created  to  draft  the  code  consisted  of  seven 
senior  executives  of  BankAmerica  Corporation,  most  of  whom  were 
the  heads  of  administrative  departments  rather  than  operating  units  or 
profit  centers.  The  task  force  met,  usually  weekly  for  a  period  of  nine 
months,  to  consider  materials  prepared  by  a  staff  of  seven  full  and 
part-time  members  under  the  direction  of  the  task  force’s  secretary,  a 
member  of  the  Legal  Department. 

Initial  Tasks 

The  first  task  was  the  compilation  of  a  voluminous  “laundry  list” 
of  information  that  might  be  subject  to  disclosure  under  a  code.  The 
information  was  drawn  from  a  wide  variety  of  sources:  legislative  and 
regulatory  proposals  then  pending,  press  clippings  and  articles  on  cor¬ 
porate  responsibility,  publications  by  social  activists,  and  information 
frequently  requested  by  employees.  In  addition,  a  public  interest  group 
in  New  York  was  retained  to  draft  its  own  version  of  disclosure  guide- 
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lines  for  bank  holding  companies,  and  a  Washington,  D.C.,  consultant 
to  the  banking  industry  was  enlisted  to  provide  another  perspective. 
The  views  of  a  number  of  U.S.  and  California  legislators,  State  and 
Federal  agencies,  shareholder  activists,  academics  and  members  of 
the  financial  press  also  were  solicited. 

When  the  basic  list  was  complete,  it  was  used  to  develop  individ¬ 
ual  lists  for  each  major  operating  department  of  the  corporation.  The 
task  force,  for  purposes  of  its  own  investigation,  developed  an  early 
consensus  that  all  items  should  be  subject  to  disclosure,  unless  an  ex¬ 
plicit  decision  not  to  disclose  were  made.  Accordingly,  each  major  op¬ 
erating  unit  was  asked  to  go  through  the  list  applicable  to  its  activities, 
to  determine  which  items  of  information  were  then  available  internally 
and  whether  existing  items  were  publicly  disclosed.  The  operating  units 
were  also  asked  if  items  not  on  the  lists  had  been  requested  by  the 
constituencies  they  serve,  and  if  so,  whether  these  items  were  avail¬ 
able.  In  each  applicable  case,  the  units  were  asked  to  state  the  reasons 
why  they  did  not  disclose  information  which  they  believed  had  been 
properly  withheld.  From  the  beginning,  it  was  made  clear  that  final 
decisions  concerning  the  availability  of  information  under  the  pro¬ 
posed  code  would  be  made  by  BankAmerica’s  senior  Managing  Com¬ 
mittee  and  its  Board  of  Directors. 


Participation 

Widespread  internal  participation  in  the  development  of  the  code 
was  sought  by  inviting  department  heads  to  appoint  senior  liaison  to 
work  with  the  task  force  staff.  The  staff  of  the  task  force  conducted  a 
series  of  interviews  at  the  staff  level  in  each  department,  and  it  met 
with  the  senior  officer  in  each  department  before  that  officer  finally 
met  with  the  entire  task  force.  In  the  process,  everyone  involved  was 
required — in  many  cases  for  the  first  time — to  think  about  operations 
from  the  point  of  view  of  making  information  about  them  available  to 
the  public.  One  useful  result  was  the  recognition  of  the  need  to  recon¬ 
sider  and  revise  some  existing  policies  and  practices  that  would  be  sub¬ 
ject  to  the  disclosure  provisions  of  the  proposed  code.  Careful  consid- 
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eration  was  also  given  to  the  form  in  which  information  would  be 
disclosed. 

After  successive  drafts  of  the  code’s  various  sections  had  been  re¬ 
viewed  and  revised  by  the  task  force,  the  entire  document  was  submit¬ 
ted  for  approval  to  the  senior  Managing  Committee,  which  conducted  a 
line-by-line  review  of  the  document  and  many  supporting  exhibits.  The 
Public  Policy  Committee  of  the  Board  of  Directors  also  reviewed  the 
code  at  several  stages,  and  drafts  of  the  final  document  were  submitted 
to  the  full  board  for  further  comment. 

Options 

The  task  force  considered  three  options  in  deciding  what  form 
the  code  should  take. 

The  first  was  a  simple  enumeration  of  broad  principles  of  dis¬ 
closure.  This  approach  would  have  left  the  definition  of  specific  ele¬ 
ments  of  the  code  to  future  publications  and  requests  for  information. 

The  second  option  was  to  state  broad  principles  and  then  define 
their  meaning  by  developing  categories  of  information  related  to  the 
principles. 

The  third  choice  was  to  draft  a  code  containing  an  exhaustive  list 
of  individual  items  of  information  approved  for  disclosure. 

The  second  option  was  selected,  largely  because  it  was  felt  that  a 
degree  of  specificity  was  necessary  for  the  product  to  be  credible.  At 
the  same  time,  it  was  decided  that  only  general  categories  of  informa¬ 
tion  should  be  enumerated,  since  the  character  of  individual  items  of 
information  probably  would  change  over  time. 

In  conjunction  with  the  development  of  the  code,  working  guide¬ 
lines  were  prepared  to  assist  bank  personnel  in  interpreting  and  apply¬ 
ing  the  code.  The  guidelines,  in  effect,  constitute  an  internal  manual 
for  implementation  of  the  code.  A  disclosure  office  was  created  to 
supervise  and  coordinate  activities  related  to  the  code. 

Several  alternatives  were  considered  in  reaching  a  decision  on 
how  the  text  of  the  code  should  be  organized.  It  could  have  been  or¬ 
ganized  by  issue  or  by  constituency.  It  could  have  been  organized  by 
BankAmerica  departments;  this  would  have  simplified  matters  for  the 
corporation,  but  it  also  probably  would  have  made  the  code  more  dif- 
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ficult  for  outsiders  to  understand  and  use.  The  final  decision  was  to 
organize  the  code  along  functional  lines.  The  code  lists  three  major 
functions:  financial  intermediary;  trust  investment  and  money  market 
services;  activities  as  a  corporate  enterprise.  It  describes  the  activities 
encompassed  within  each  function  and  describes  generally  the  infor¬ 
mation  relevant  to  each  activity  that  will  be  disclosed. 

Within  each  function,  the  primary  constituencies  interested  in 
that  function  were  identified.  For  instance,  the  basic  banking  function 
of  extending  credit  is  of  special  interest  to  loan  customers  but  also  to 
the  public,  as  evidenced  by  the  activities  of  public-interest  groups  and 
government  bodies  seeking  information  concerning  the  availability  of 
credit  to  minorities  and  to  residents  of  older  urban  areas.  Accordingly, 
many  of  the  disclosures  bearing  on  these  constituencies’  interests  were 
grouped  within  the  credit-related  portions  of  the  “financial  interme¬ 
diary”  function. 

EXPERIENCE 

The  code  was  distributed  to  all  domestic  employees  of  Bank- 
America  and  to  all  officers  overseas  at  the  time  of  publication,  and  was 
sent  to  several  hundred  interested  individuals  and  groups. 

Approximately  15,000  additional  copies  have  now  been  distrib¬ 
uted,  upon  request,  to  more  than  700  individuals  and  organizations. 
The  entire  text  was  published  in  a  widely  circulated  banking  industry 
publication  in  the  United  States.  The  code  was  translated  into  Japa¬ 
nese  on  the  initiative  of  the  Ministry  of  Finance  and  also  reprinted  in 
its  entirety  in  a  Japanese  trade  publication. 

A  great  many  large  corporations,  including  many  outside  the 
banking  industry,  have  obtained  copies  of  the  code.  Several  companies 
interested  in  developing  similar  codes  for  their  own  have  consulted 
with  BankAmerica.  There  are  some  indications  that  the  example  set 
by  the  code  has  been  influential.  While  other  organizations  would  not 
be  expected  to  follow  its  provisions  in  complete  detail,  some  are  known 
to  have  used  it  as  a  guide  for  their  own  disclosure  activities.  There  is 
evidence  that  the  principles  enunciated  in  the  code  are  taken  seriously 
by  some  government  agencies,  and  that  the  code  may  have  some  in¬ 
fluence  in  guiding  regulatory  activities  toward  a  greater  reliance  on 
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disclosure  requirements  rather  than  prohibitory  rules  and  restrictive 
regulations. 

Perhaps  most  important,  within  BankAmerica,  the  code  has  had 
an  impact  on  the  preparation  of  published  material,  and  has  clearly 
accomplished  its  goal  of  making  the  organization  more  aware  of  the 
social  implications  of  many  of  the  corporation’s  policies  and  practices. 

The  most  frequently  requested  individual  items  of  information 
listed  in  the  code  are  BankAmerica’s  Equal  Employment  Opportunity 
Report  and  Affirmative  Action  Program  and  its  consumer  banking 
publications.  In  a  broad  sense,  the  area  of  greatest  overall  interest  has 
been  the  management  of  the  corporation:  the  selection  of  directors, 
the  functions  and  duties  of  the  board  of  directors,  the  organizational 
structure  of  the  corporation  and  its  subsidiaries,  the  composition  and 
functions  of  management  committees,  and  several  areas  involving  po¬ 
tential  conflicts  of  interest. 

The  task  force  has  continued  to  meet,  to  oversee  implementation 
of  the  code,  and  to  consider  future  revision  of  the  document.  While  it 
is  premature  to  attempt  a  comprehensive  evaluation  of  the  effects  of 
the  code,  the  management  of  BankAmerica  Corporation  is  satisfied 
that  the  code  has  made  a  worthwhile  contribution  to  the  corporation’s 
activities,  that  it  has  generated  no  significant  unforeseen  problems  or 
undesirable  effects,  and  that  it  offers  a  useful  guide,  both  to  the  cor¬ 
poration  and  others  interested  in  the  subject,  toward  a  new  direction 
in  the  field  of  corporate  accountability. 

SOCIAL  CONCERNS 

BankAmerica  Corporation’s  sensitivity  to  social  concerns  is  re¬ 
flected  in  the  Voluntary  Disclosure  Code  and  in  othef  important  ways. 
One  important  item  in  the  code  relates  to  BankAmerica’s  general 
functioning  as  a  corporate  enterprise.  The  company  has  long  had  a 
commitment  to  an  active  and  effective  program  of  corporate  respon¬ 
sibility.  The  code  mandates  disclosure  of  this  commitment  through  a 
code  item  requiring  disclosure  of  the  details  of  the  company’s  social 
policy  programs  and  activities.  Underlying  this  disclosure  commitment 
is  the  belief  that  corporate  integrity  can  be  served  best  by  a  steady  flow 
of  timely  information  permitting  the  public  to  judge,  not  merely  how 


STRENGTHENING  PUBLIC  CONFIDENCE  IN  RUSINESS 
THROUGH  VOLUNTARY  DISCLOSURE 
AND  CODES  OF  CONDUCT 


51 


well  a  company  performs  its  basic  economic  tasks,  but  also  how  it  acts 
as  a  corporate  citizen  in  the  communities  it  serves.  Because  meaning¬ 
ful  disclosure  can  identify  a  whole  range  of  corporate  behavior  pat¬ 
terns,  a  thorough  commitment  to  corporate  disclosure  is  likely  to  have 
significant  long-term  impacts  on  corporate  reputations. 

Again,  it  is  necessary  to  stress  the  voluntary  nature  of  this  dis¬ 
closure  commitment.  Although  a  number  of  commentators  have  sug¬ 
gested  ways  to  initiate  systematic  measurement  of  nonfinancial  cor¬ 
porate  performance,  these  suggestions  to  date  have  been  found  want¬ 
ing  even  by  those  companies  whose  efforts  would  be  scored  highly. 
Given  the  myriad  ways  companies  interact  with  their  several  constitu¬ 
encies  in  the  various  communities  they  serve,  it  is  not  surprising  that 
opinions  differ  about  the  areas  of  social  concern  and  the  details  that 
should  be  elicited  within  any  one  area.  Such  problems  need  not  be  an 
excuse  for  inaction,  however.  Companies  can  demonstrate  their  re¬ 
sponsiveness  to  social  needs  and  expectations  through  voluntary  dis¬ 
closure.  The  key  here,  as  with  disclosure  generally,  is  to  disclose  fully 
and  consistently  the  information  necessary  for  interested  constituen¬ 
cies  to  fairly  evaluate  corporate  activity  in  the  social  responsibility 
area. 

Bank  of  America’s  Record 

BankAmerica  Corporation  has  focused  its  corporate  social  re¬ 
sponsibility  programs  within  its  principal  subsidiary,  Bank  of  America, 
because  the  bank  is  the  operating  entity  having  the  most  significant 
presence  in  the  communities  served  by  the  entire  enterprise.  For  sev¬ 
eral  years  the  bank  has  found  it  inadequate  to  describe  its  social  re¬ 
sponsibility  programs  in  the  brief  space  permitted  in  a  typical  annual 
report.  It  has  also  been  mindful  that  annual  reports  are  written  pri¬ 
marily  for  shareholders,  whereas  many  other  constituencies  claim 
entitlement  to  detailed  social  responsibility  data.  Accordingly,  the 
bank  has  sought  to  meet  its  disclosure  commitment  in  this  area 
through  publication  of  Community  and  the  Bank,  a  36-page  document 
in  its  most  recent  (1977)  annual  form. 

This  publication  seeks  to  provide  strong  evidence  that  corporate 
social  responsibility  is  an  integral  part  of  the  bank’s  daily  operations 
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and  decisionmaking.  The  bank  believes  that  employee  conduct  on  a 
day-to-day  basis  is  the  true  test  of  performance.  After  all,  it  is  the  em¬ 
ployees  who  must  subscribe  to  the  tenets  of  the  company’s  social  re¬ 
sponsibility  commitment  and,  by  living  up  to  them,  seek  to  improve 
the  communities  in  which  they  live  and  work. 

To  fully  integrate  and  institutionalize  the  bank’s  social  responsi¬ 
bility  commitment,  the  bank  has  developed  a  management  system  to 
facilitate  consistent,  top-level  attention  to  social  concerns.  Indeed, 
one  important  function  of  Community  and  the  Bank,  in  addition  to 
describing  specific  policies  and  programs,  is  to  explain  this  system.  The 
system  relies  on  two  standing  committees  to  monitor  overall  social 
performance  and  advise  on  programs  and  policies  with  social  implica¬ 
tions.  These  senior  committees  evidence  the  seriousness  of  purpose  the 
bank  requires  of  this  endeavor  and  thus  enhance  the  quality  of  effort 
expended  by  individual  departments  in  developing  and  implementing 
policies  and  programs  related  to  social  needs  and  expectations. 

One  committee  is  the  Public  Policy  Committee  of  the  bank’s 
Board  of  Directors.  It  includes  a  dominant  majority  of  outside  direc¬ 
tors,  and  meets  monthly.  The  committee’s  functions  include  identifi¬ 
cation  and  monitoring  of  broad  environmental,  political  and  social 
trends  that  could  affect  the  bank’s  activities  or  performance,  and  ad¬ 
vising  management  on  long-range  plans  and  programs  to  keep  bank 
activities  in  consonance  with  emerging  social  requirements.  In  addi¬ 
tion,  the  committee  reports  to  the  full  board  on  the  status  and  ade¬ 
quacy  of  the  bank’s  overall  public  policy  activities  and  presents  specific 
recommendations  for  improvement,  as  necessary.  The  range  and  diver¬ 
sity  of  the  Public  Policy  Committee’s  interests  were  communicated  in 
part  in  the  last  edition  of  Community  and  the  Bank  by  publication  of 
the  committee’s  agenda  for  that  year. 

Within  management,  the  Social  Policy  Committee  brings  together 
senior  managers  from  many  operating  and  staff  departments.  It  is 
chaired  by  a  senior  officer  who  heads  the  bank’s  Social  Policy  Depart¬ 
ment,  the  staff  arm  of  the  committee  and  a  support  group  for  the 
directors’  committee  as  well.  This  committee  identifies  emerging  social 
policy  issues  and  considers  the  changing  needs  of  groups  to  which  the 
bank  is  committed  to  remain  responsive.  It  is  charged  with  setting 
priorities  and  standards  for  responsible  action  and  initiating  changes  in 
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bank  policies,  positions  and  practices.  It  also  plans  specific  programs 
to  help  the  bank  meet  its  social  responsibilities  and  monitors  program 
implementation  and  effectiveness. 

The  last  edition  of  Community  and  the  Bank  emphasized  the 
the  many  departments  and  units  active  in  development  and  implemen¬ 
tation  of  important  aspects  of  the  bank’s  overall  corporate  responsibil¬ 
ity  effort.  The  report  identified  the  individuals  heading  those  opera¬ 
tions,  reinforcing  the  bank’s  pledge  to  maintain  an  open  door  to  em¬ 
ployees  and  all  outside  parties  interested  in  obtaining  additional  infor¬ 
mation  about  specific  activities  or  providing  their  own  input  to  the 
formulation  of  policy  in  specific  areas.  Nine  separate  departments  and 
units  were  identified  in  this  fashion. 

The  report  then  turned  to  a  discussion  of  the  major  issues  and 
activities  pursued  during  1977.  Significantly,  it  dealt  first  with  overall 
corporate  issues  concerning  public  confidence  in  the  integrity  of  busi¬ 
ness  and  the  ways  corporations  govern  themselves.  The  Voluntary  Dis¬ 
closure  Code,  which  considered  issues  of  public  confidence  and  cor¬ 
porate  governance  within  the  function  of  the  institution  as  a  corporate 
enterprise,  received  considerable  attention  in  this  section  of  the  publi¬ 
cation.  Although  Community  and  the  Bank  dealt  with  specific  pro¬ 
grams  and  activities  in  much  greater  detail  than  did  the  disclosure  code 
in  its  enumeration  of  broad  categories  of  information,  much  of  the 
information  in  the  former  publication  can  be  traced  to  one  of  the 
information  categories  contained  in  the  code. 

There  is  another  important  relationship  between  voluntary  dis¬ 
closure  and  the  publication  Community  and  the  Bank.  BankAmerica 
has  voluntarily  committed  itself  to  consistently  and  systematically 
disclose  the  details  of  its  social  policy  programs  and  activities.  How  it 
makes  that  disclosure,  provided  it  does  so  in  conformity  to  self- 
imposed  disclosure  standards,  is  entirely  within  management’s  discre¬ 
tion.  For  example,  the  1977  edition  of  Community  and  the  Bank  had 
major  sections  detailing  corporate  activities  in:  housing  and  com¬ 
munity  improvement;  consumer  affairs;  small  business;  agriculture; 
energy  and  the  environment;  education;  employment  policies  and  pro¬ 
grams;  the  arts;  and  charitable  giving.  It  seems  likely  that  subsequent 
editions,  to  be  meaningful  for  the  time  period  involved,  will  emphasize 
other  activities.  Reorganization  also  may  be  called  for,  based  on  the 
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results  of  readership  surveys,  if  such  surveys  indicate  that  readers  find 
serious  fault  with  existing  approaches. 

The  point  here  is  that,  unlike  a  mandated  social  audit  or  a  regula¬ 
tory  scheme,  the  company  can  experiment  with  form  and  organization, 
as  well  as  subject  matter  and  detail,  to  fashion  a  document,  or  series 
of  documents,  best  suited  to  fairly  and  fully  inform  those  of  its  consti¬ 
tuencies  who  say  they  need  this  information  to  judge  the  company’s 
performance. 

Corporate  Conduct 

By  1976,  a  number  of  major  companies  had  issued  codes  of  con¬ 
duct;  some  were  applicable  to  corporate  behavior  generally,  while 
others  set  rules  for  individual  employee  behavior.  As  a  financial  institu¬ 
tion,  BankAmerica  had  long  had  strict  ethical  guidelines  and  had 
acted  promptly  against  employees  who  breached  them.  Rather  than 
codify  these  guidelines,  which  appeared  in  several  sources,  it  seemed 
that  a  more  powerful  deterrent  to  wrongdoing  would  be  a  code  of  dis¬ 
closure.  Experience  suggests  that  mandatory  disclosure  can  deter 
wrongful  corporate  conduct,  at  least  when  the  corporation  or  its 
principals  are  legally  accountable  for  such  action.  Within  a  company, 
conduct  that  violates  company  policy — regardless  of  whether  any  il¬ 
legal  activities  are  involved — can  also  be  deterred  by  a  system  of 
disclosure. 

Nevertheless,  for  both  external  and  internal  reasons,  Bank¬ 
America  did  formulate  a  code  of  corporate  conduct.  It  was  issued  in 
May  1978,  and  it  has  been  publicly  released  as  required  by  the  dis¬ 
closure  code.  External  considerations  leading  to  its  publication  include 
the  reluctance  of  some  constituencies  to  accept  the  argument  that  a 
disclosure  code,  in  conjunction  with  longstanding  ethical  guidelines,  is 
a  functional  equivalent  of  a  code  of  conduct.  Internally,  there  was  a 
realization  that  employees  were  less  likely  to  consult  the  established 
reference  sources  than  in  prior  years,  particularly  when  more  than  one 
document  might  be  involved. 

BankAmerica’s  code  of  corporate  conduct  describes  two  kinds  of 
related  rules.  First  are  the  policies  adopted  to  assure  that  the  corpora¬ 
tion  remains  responsive  to  the  requirements  of  those  whose  interests  it 
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serves.  Second  are  the  policies  designed  to  assure  that  those  who  act  in 
the  corporation’s  name  will  conform  to  its  standards.  At  the  same  time, 
the  document  recognizes  that  personal  integrity  is  a  quality  of  char¬ 
acter  which  written  rules  alone  cannot  create  or  preserve.  The  rules 
are  to  serve  as  guideposts  for  minimal  behavior  by  employees,  on 
whose  understanding  and  judgment  rests  the  reputation  of  the  corpora¬ 
tion  as  a  whole. 

The  code  of  corporate  conduct  seeks  to  build  upon  the  disclosure 
code  insofar  as  it  identifies  principles  and  standards  that  will  be  ob¬ 
served  in  the  conduct  of  the  corporation’s  business  and  in  its  dealings 
with  others.  Its  organization  under  five  major  categories  of  corporate 
responsibilities  also  parallels  the  functional  organization  of  the  dis¬ 
closure  code  and  helps  insure  that  the  document  will  have  meaning 
outside  the  organization  as  well  as  to  its  own  employees.  Standards  of 
corporate  conduct  are  delineated  according  to  the  corporation’s  re¬ 
sponsibilities  as  an  investor-owned  corporation,  as  an  employer,  as  a 
steward  of  others’  financial  interests,  as  a  participant  in  the  market¬ 
place,  and  as  a  corporate  member  of  the  community.  In  the  latter 
regard,  this  code  draws  heavily  on  both  disclosure  code  and  Com¬ 
munity  and  the  Bank  precedents. 

Compliance  with  the  code  of  corporate  conduct  will  be  ensured 
through  established  audit,  examination,  and  personnel  procedures. 
Compliance  with  the  code,  as  well  as  the  provisions  of  the  code,  also 
will  be  periodically  reviewed  by  the  Public  Policy  and  Social  Policy 
Committees.  For  now,  implementation  takes  the  form  of  educating 
employees  about  the  document  and  admonishing  them  that  they  are 
expected  to  know  and  abide  by  its  contents.  Additional  measures  will 
be  taken  if  events  should  suggest  their  need  in  the  future. 

In  an  evolutionary  manner,  BankAmerica  has  thus  prepared  a 
series  of  policy  guides  that  attempt  to  answer  questions  related  to  how 
it  conducts  its  affairs  in  the  public  interest.  Central  to  this  undertaking 
is  a  commitment  to  disclosure,  which  implies  accessibility  to  informa¬ 
tion  as  well  as  candor  and  openness  in  dealing  with  others.  It  is  an 
invitation,  given  concrete  expression  in  the  codes  and  publications 
described  above,  to  BankAmerica’s  constituencies  to  join  in  ongoing 
dialogue  on  both  the  specific  issues  addressed  and  the  broad  subject  of 
corporate  accountability.  ■ 
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3  As  in  all  other  highly  developed  market  econo¬ 
mies  of  the  Western  world,  the  impact  of  business 
activities  on  the  quality  of  human  and  social  life  and 
specifically  the  living  environment  has  become  a 
prominent  subject  of  debate  and  concern  in  Germany 
during  the  past  decade.  This  development  has  been 
influenced  by  a  growing  recognition  of  the  social  cost 
of  economic  development  and  a  shift  in  values  away  from  the  purely 
economic  orientation  of  the  past  toward  an  emphasis  on  “quality  of 
life”  issues. 

In  Germany,  as  in  other  advanced  market  economies,  discussion 
of  the  social  costs  associated  with  rapid  economic  growth  has  also 
stimulated  political  debate  in  which  some  participants  attempt  to  as¬ 
sign  responsibility  for  negative  side  effects  of  economic  growth.  Over¬ 
lapping  charges  made  by  other  social  groups,  partially  as  an  outgrowth 
of  the  student  revolution  in  the  late  Sixties,  sought  to  portray  the 
private  enterprise  system  as  grossly  exploitative  of  the  society. 

The  combination  of  these  trends  represented  a  sharp  change  in 
the  relationship  between  business  and  society.  During  twenty  years  of 
the  “Wirtschaftswunder,”  business  was  considered  a  prime  source  of 
growth,  wealth  and  well-being.  The  business  community,  not  immedi¬ 
ately  prepared  to  understand  the  rather  fast  and  profound  value 
changes  occurring,  reacted  at  first  with  frustration  and  alienation.  It 
was  unsure  about  its  future  role  and  importance  in  society.  Even  em¬ 
pirical  studies  revealing  a  quite  acceptable  public  image  of  the  business 
community  did  not  significantly  alter  the  negative  image  the  business 
community  perceived  itself  as  having  among  the  general  public.  Busi¬ 
ness  found  itself  taking  the  blame  for  many  developments  which  were 
suddenly  considered  to  have  been  guided  by  wrong  priorities. 

Attempts  were  made  to  develop  concepts  to  integrate  social  con¬ 
siderations  into  business  decisionmaking.  Conceptual  alternatives 
ranged  from  basic  changes  in  the  overall  economic  system  to  extension 
of  participation  (Mitbestimmung)  on  the  part  of  the  employees  and 
the  unions,  to  more  detailed  and  extensive  governmental  intervention. 

Under  the  general  umbrella  of  basic  changes  within  the  overall 
economic  system,  a  variety  of  measures  has  been  discussed  to  reduce 
the  social  costs  of  business  activities  and  to  improve  business’s  positive 
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contribution  to  the  quality  of  life.  Investment  control,  central  plan¬ 
ning,  and  the  nationalization  of  key  industries  or  individual  companies 
were  among  the  specific  measures  gaining  political  visibility. 

An  expansion  of  labor  participation  (Mitbestimmung)  was  another 
frequently  discussed  measure.  By  shifting  more  decisionmaking  power 
to  unions,  proponents  hoped  to  reduce  the  influence  of  capital  interests 
on  decisionmaking  within  the  firm  and  at  the  political  level.  The  central 
feature  of  this  proposal  was  to  establish  economic  and  social  councils 
to  coordinate  public  and  private  decisionmaking,  specifically  with  re¬ 
spect  to  investment,  products,  locations  and  infrastructure.  These 
councils  would  broaden  the  perspectives  and  goals  of  participants  in 
the  decisionmaking  process  by  requiring  business  and  public  decision¬ 
makers  to  take  into  consideration  a  broader  spectrum  of  social  goals. 

While  basic  economic  change  and  broader  labor  participation 
have  remained  at  the  discussion  stage,  a  third  option  has  moved  be¬ 
yond  the  sphere  of  academic  and  political  debates  to  political  imple¬ 
mentation.  Gradually,  government  has  tightened  controls  on  business 
by  setting  rigorous  standards  for  environmental  protection  and  the 
quality  of  life  at  the  work  place.  Since  1971,  a  significant  amount  of 
legislation,  specific  regulations  and  tighter  controls  on  business  by 
specialized  agencies  have  been  used  in  a  major  attempt  to  reduce  the 
social  cost  of  business  decisions  in  these  two  areas  of  prime  concern. 

CORPORATE  INITIATIVES 

The  business  community  saw  areas  long  thought  to  be  exempt 
from  political  control — such  as  investment,  choice  of  production  tech¬ 
nology,  choice  of  products — become  subject  to  political  scrutiny.  Busi¬ 
ness  realized  that  if  it  did  not  start  taking  a  broader  view  of  its  rela¬ 
tionship  to  society,  it  would  be  increasingly  subject  to  detailed  external 
control  and  intervention.  Thoughtful  business  leaders  saw  this  as  a  sig¬ 
nificant  and  important  challenge.  They  began  to  recognize  the  need  to 
reconsider  the  role  of  business  in  society  and  to  develop  new  concepts 
to  guide  the  future  development  of  individual  companies  as  well  as  the 
business  community  as  a  whole.  The  discussion  gradually  shifted  from 
the  level  of  arguing  for  the  desirability  of  an  extended  social  responsi¬ 
bility  on  the  part  of  the  corporation,  to  developing  management  con- 


CORPORATE 
SOCIAL  REPORTING: 

THE  GERMAN  EXPERIENCE 


59 


cepts  integrating  social  and  economic  goals. 

Though  top  management  in  German  industry  still  expects  that 
government  intervention  in  business  decisionmaking  will  increase  dur¬ 
ing  the  next  two  decades,  it  is  increasingly  convinced  that  a  carefully 
designed,  rigorous  and  visible  policy  of  expanding  the  social  responsive¬ 
ness  and  accountability  of  the  business  corporation  will  be  the  optimal 
alternative  strategy.  The  efforts  by  the  business  community  to  initiate 
the  change  towards  more  socially  responsive  decisionmaking  have 
generally  taken  the  following  three  steps. 

First,  business  leaders  have  begun  to  recognize  that  the  relation¬ 
ship  between  business  and  the  society  is  undergoing  change.  As  earlv 
as  1973,  Dr.  H.  J.  Abs,  chairman  of  the  board  of  the  Deutsche  Bank, 
suggested: 

New  values  are  increasingly  recognized  in  the  general  public; 
they  indicate  the  changes  which  occurred  in  the  past.  These 
changes  demand  a  closer  integration  of  business  in  society.  The 
societal  dimension  is  dominating  our  discussions,  and  business 
and  its  performance  will  be  measured  according  to  these  de¬ 
mands  by  society. 

He  reiterated  this  theme  in  numerous  speeches  and  publications; 
for  example,  suggesting  in  his  book  on  the  integration  of  social  re¬ 
sponsibility  and  economic  success: 

If  business  leaders  want  to  live  up  to  their  responsibility  in  day- 
to-day  decisions  it  will  be  increasingly  important  for  them  to 
go  beyond  the  qualification  for  mere  economic  decisionmaking 
which  has  been  a  determining  factor  so  far,  and  develop  a  feeling 
for  the  changes  and  demands  in  the  social  environment.  Conse¬ 
quently,  the  total  responsibility  vis-a-vis  society  has  to  guide 
their  decisions.  The  continued  existence  of  our  economic  and 
social  system  depends  to  a  significant  extent  upon  our  ability  to 
integrate  social  responsibility  and  economic  goals. 

Statements  by  other  prominent  businessmen,  the  President  of  the 
Federal  Republic  of  Germany,  the  Chairman  of  the  German  Associa¬ 
tion  of  Trade  Unions  and  representatives  of  business,  employers  and 
government  point  in  the  same  direction. 

The  second  stage  has  involved  defining  the  concept  of  social  re¬ 
sponsibility  through  broadly  based  goals  and  statements  of  purpose  and 
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through  discussion  of  the  social  role  of  business  corporations  in  spe¬ 
cific  terms.  Approximately  two  hundred  of  the  largest  corporations  in 
Germany  have  already  developed  formal  statements  integrating  eco¬ 
nomic  and  social  goals.  Although  they  are  written  in  very  general 
terms,  they  are  more  than  public  relations  strategies.  They  are  useful 
in  resolving  conflicts  involving  corporate  activities  and  serve  as  a 
starting  point  to  develop  responses  to  specific  economic  and  social 
issues.  Since  these  statements  are  usually  developed  after  intensive 
internal  consultation,  and  are  then  brought  to  the  attention  of  the 
general  public,  they  are  a  considerable  internal  stimulus  to  move  from 
mere  rhetoric  to  the  development  of  specific  policies  in  detailed  areas 
of  social  concern  to  the  business  corporation. 

The  third,  and  most  advanced,  stage  has  involved  experimentation 
with  changing  the  overall  management  system  to  integrate  social  con¬ 
siderations  into  daily  business  decisions  and  operations.  Though  only 
a  few  companies  in  Germany  are  currently  pursuing  such  a  broadly 
based  change  in  the  overall  management  system,  considerable  experi¬ 
mentation  and  conceptual  work  already  is  underway  to  help  those 
moving  from  stage  two  to  three  make  the  transition  in  an  organized 
and  effective  manner.  It  is  anticipated  that  such  a  change  should  take 
place  in  the  fields  of  business  forecasting  and  planning,  accounting, 
reporting  and  performance  evaluation,  with  second  order  consequences 
for  marketing  strategies,  personnel  selection,  leadership  style  and  or¬ 
ganization,  production  program,  production  processes,  and  overall 
investment  and  siting  policy. 

Generally  speaking,  German  business  corporations  which  have 
recognized  the  need  for  change  and  are  prepared  to  accept  the  new 
social  role  and  responsibility  are  currently  focusing  predominantly  on 
stage  two  and  are  gradually  moving  toward  the  more  comprehensive 
and  elaborate  concept  of  change  which  is  indicated  by  stage  three.  The 
political  environment  has  been  willing  to  accept  and  promote  experi¬ 
mentation  in  this  area,  providing  a  stimulus  for  attempts  to  convert  the 
notion  of  corporate  social  responsibility  into  a  practical  and  operational 
concept  for  the  business  corporation  in  Germany.  There  has  been  a 
broadly  based  discussion  of  the  ethical  dimension  of  business,  research 
on  the  development  of  a  solid  data  base  on  corporate  social  responsive¬ 
ness,  broadly  based  experiments  in  the  field  of  corporate  social  plan- 
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ning  and  reporting,  as  well  as  the  search  for  concepts  and  strategies  to 
evaluate  business  social  performance. 

All  the  developments  outlined  above  indicate  that  in  the  Federal 
Republic  of  Germany,  as  in  other  industrialized  countries,  the  discus¬ 
sion  on  the  social  responsiveness  of  business  has  progressed  from  the 
initial  phase  in  which  businesses  were  increasingly  recognizing  their 
new  role  to  a  phase  of  planning  and  action.  Planning  and  action,  how¬ 
ever,  require  a  concept  to  integrate  as  far  as  possible  the  social  cost  of 
regular  business  activities  in  decisionmaking,  and,  at  the  same  time,  to 
realize  that  a  contribution  to  the  solution  of  other  social  problems  may 
be  required.  A  rational  concept  for  social  involvement  on  the  part  of 
the  business  community,  therefore,  requires: 

— information  on  the  social  impact  of  its  regular  business  activi¬ 
ties,  as  well  as  information  concerning  general  social  problems 
perceived  to  be  important  to  the  specific  company; 

— information  on  various  options  and  their  implications  for 
manpower  and  budget  requirements; 

— information  on  what  has  been  achieved  in  the  areas  chosen 
to  be  part  of  the  social  responsiveness  strategy  of  the 
corporation. 

Obviously,  the  traditional  information  system,  tailored  to  the  need 
for  business  economic  performance,  is  not  designed  to  generate  this 
kind  of  information.  The  same  is  true  with  respect  to  the  traditional 
external  reporting,  which  focuses  on  economic  performance.  There¬ 
fore,  if  corporations  are  seriously  considering  developing  a  rational  ap¬ 
proach  to  social  issues,  the  initial  and  most  fundamental  step  is  to  de¬ 
velop  a  data  base  to  help  management  understand  what  the  problems 
are  and  what  can  be  achieved  when  manpower  and  financial  resources 
are  allocated  for  the  solution  of  problems. 

Beyond  this  internal  aspect,  social  reporting  plays  an  important 
role  in  the  external  control  of  a  corporate  activity  by  providing  a  basis 
to  assist  those  outside  the  corporation  in  evaluating  the  impact  of  busi¬ 
ness  activities.  External  social  reporting  could  fulfill  this  role  in  the 
same  manner  as  external  financial  reporting  is  serving  as  the  basis  for 
society’s  control  over  economic  activities  on  the  part  of  the  business 
community. 

The  beginning  of  the  discussion  on  social  reporting  as  an  instru- 
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merit  for  defining  and  portraying  the  changing  role  and  task  of  busi¬ 
ness  corporations  in  society  coincided  with  the  initiation  of  the  discus¬ 
sion  on  corporate  social  responsiveness  in  the  early  Seventies.  The  first 
articles  to  appear  in  Germany  were  of  a  predominantly  theoretical  and 
analytical  nature.  Their  main  objective  was  to  describe  initial  achieve¬ 
ments  in  the  United  States  and  to  transpose  them  to  the  sociopolitical 
and  cultural  conditions  in  Germany. 

The  discussion  of  the  general  desirability  of  corporate  social 
accounting  and  the  need  for  a  sound  theoretical  basis  is  subsiding,  indi¬ 
cating  that  after  the  usual  initial  attention  cycle  has  run  its  course,  the 
period  of  active  work  has  begun.  In  other  words,  both  in  research  and 
in  management,  attempts  are  now  being  made  to  apply  and  further 
develop  what  is  practical.  There  is  clearly  a  great  willingness  in  the 
business  community  to  participate  actively  in  the  learning  process. 
Credit  for  the  initial  development  of  social  reporting  is  mainly  due  to 
researchers  who  in  close  cooperation  with  business  first  proposed  a 
variety  of  theoretically  conceivable  approaches.  Now,  the  questions  in 
the  foreground — standardizations,  the  possibilities  and  constraints  of 
integrating  social  cost  and  benefits  into  specific  reporting  schemes,  and 
the  problems  of  measuring  and  describing  social  benefits — are  predomi¬ 
nantly  being  discussed  in  working  groups  primarily  composed  of  busi¬ 
ness  managers.  Intensive  work  is  being  undertaken  in  several  corpora¬ 
tions  by  a  few  research  teams  to  bridge  the  gap  between  the  needs  of 
management  and  the  desire  of  academic  research  to  produce  coherent, 
comprehensive  and  theoretically  well-grounded  concepts.  The  goal  be¬ 
hind  these  experiments  is  twofold:  (1)  to  test  the  practicability  of  the 
measurement  methods  and  of  the  techniques  of  integrating  and  pre¬ 
senting  relevant  information  in  a  suitable  reporting  scheme,  (2)  to  dis¬ 
cover  the  information  needs  of  the  various  constituencies  or  “stake¬ 
holders”  of  a  company  with  respect  to  the  social  impact  of  its  activities. 


SOCIAL  REPORTING  IN  GERMANY: 

CONCEPTUAL  APPROACHES 

Social  reporting  models  developed  during  the  past  eight  years  of 
research  in  Germany  can  be  basically  classified  into  three  different  ap- 
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proaches:  the  integral  welfare-theoretical  approach,  the  social  indi¬ 
cator  approach,  and  the  goal  accounting  and  reporting  approach. 

Welfare  Theory 

The  integral  welfare-theoretical  approach  is  based  on  the  long 
tradition  of  German  economic  theory  in  the  field  of  welfare  economics. 
The  overall  intention  is  to  develop  an  integral  assessment  of  all  activi¬ 
ties  of  the  business  corporation  from  a  societal  viewpoint.  The  general 
objective  of  this  group  of  contributions  to  the  theory  of  corporate 
social  reporting  is  to  construct,  in  analogy  to  the  concept  of  financial 
accounting  and  reporting,  a  social  accounting  and  reporting  concept 
which  comprises  a  societal  profit  and  loss  statement  as  well  as  a  social 
balance  sheet.  In  this  respect,  the  overall  concept  is  quite  similar  to 
what  was  proposed  earlier  by  Clark  Abt  and  his  associates  in  the 
United  States.  The  final  goal  of  this  effort  obviously  is  to  arrive  at  some 
statement  of  net  social  benefits  or  net  social  costs  attributable  to  the 
activities  of  the  firm. 

The  major  problem  with  this  approach  remains  one  of  measure¬ 
ment  and  evaluation.  The  question  of  intertemporal  and  interpersonal 
comparison  of  utility  has  not  yet  been  solved  by  economic  theory. 
These  concepts,  therefore,  are  predominantly  of  academic  interest, 
providing  a  framework  of  reference  and  suggesting  an  ideal  toward 
which  one  could  strive.  On  the  practical  level,  however,  their  impact 
thus  far  has  been  rather  marginal. 

Social  Indicators 

The  second  approach,  the  social  indicator  concept,  basically  fol¬ 
lows  the  same  lines  as  the  welfare-theoretical  approach,  though  refer¬ 
ring  to  a  different  concept  and  theory  in  attempting  to  link  the  per¬ 
formance  measurement  of  a  corporation  to  the  theory  of  social 
indicators.  The  effort  in  this  field  is  to  develop  social  indicators  on  the 
level  of  the  firm  and  to  measure  the  firm’s  contribution  to  the  overall 
quality  of  life  in  various  specific  areas.  The  basic  advantage  of  this 
concept  is  that  it  avoids  all  the  difficulties  involved  in  the  welfare- 
theoretical  approach  with  respect  to  the  development  of  a  common  de- 
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nominator  and  permits  the  measurement  of  the  diverse  aspects 
involved  in  the  social  impact  of  business  activities  in  technical  terms. 

Parts  of  this  concept  have  been  used  by  corporations  in  several 
countries,  among  them  First  Minneapolis  Bank  in  the  United  States 
and  Singer  S.A.  in  France.  It  has  also  provided  the  theoretical  basis  for 
several  social  reports  of  German  corporations  (STEAG,  Saarberg- 
werke  and  others).  But  the  concept  still  suffers  from  one  basic  theo¬ 
retical  drawback:  the  lack  of  an  overall  theory  of  social  development. 
There  is  no  basis  for  a  comprehensive  system  of  social  indicators  to 
be  used  as  yardsticks  for  evaluating  the  performance  of  business  cor¬ 
porations  in  various  fields  of  social  concern. 

Goal  Accounting  and  Reporting 

The  third  concept,  labeled  goal  accounting  and  reporting,  tries  to 
avoid  the  disadvantages  of  the  previous  two  concepts:  the  impossibility 
of  arriving  at  a  common  denominator  permitting  a  comprehensive 
assessment  of  the  net  social  benefits  or  net  social  costs  of  companies’ 
activities  associated  with  the  welfare-theoretical  approach,  and  the 
arbitrariness  and  lack  of  comprehensiveness  of  the  social  indicator 
approach.  Instead,  goal  accounting  and  reporting  attempts  to  build  on 
the  long-standing  business  practice  of  establishing  economic  goals  and 
judging  performance  in  relation  to  their  achievement.  The  basic  con¬ 
cept  is  to  split  the  overall  process  of  evaluating  business  social  per¬ 
formance  into  two  distinct  but  interrelated  parts:  the  selection  of 
social  goals  on  the  one  hand  and  the  reporting  and  assessment  of  com¬ 
panies’  performance  according  to  those  goals  on  the  other  hand. 

According  to  this  concept,  corporate  management  selects  its 
“social  markets”  independently  by  studying  the  social  environment, 
just  as  it  studies  developments  in  the  economic  and  technological  en¬ 
vironment.  It  then  chooses  select  areas  for  activity  and  attempts  to 
reduce  the  social  cost  of  its  regular  business  operation,  to  increase  the 
social  benefits  of  its  activities,  and  to  contribute  to  the  solution  of  over¬ 
all  general  societal  problems  in  which  it  believes  it  can  generate  the 
most  recognition  and  acceptance  by  the  various  stakeholder  groups. 
The  corporate  reporting  system  states  the  specific  objectives  for  a 
performance  period,  the  financial  and  manpower  resources  allocated 
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to  the  solution  of  the  problem  under  consideration,  the  achievements 
for  a  performance  period,  and  the  problems  left  to  be  solved. 

Compared  to  the  social  indicator  approach,  this  concept  has  the 
advantage  that  indicators  used  to  report  on  companies’  achievements 
are  not  arbitrarily  selected  but  are  derived  from  the  specific  goals  and 
objectives  established  by  each  company.  The  concept  also  limits  social 
reporting  to  those  areas  where  a  company  is  seeking  to  improve,  avoid¬ 
ing  a  potential  pitfall  of  the  other  two  approaches,  which  provide  no 
conclusive  reason  to  limit  the  scope  of  reporting. 

Goal  accounting  and  reporting  also  has  the  advantage  of  integrat¬ 
ing  traditional  financial  or  economic  reporting  and  social  reporting. 
Economic  and  financial  goals  are  considered  to  be  subgroups  of  overall 
company  goals.  Economic  and  social  performance  can  be  reported  on 
and  assessed  in  a  comprehensive  manner;  externally  it  may  encourage 
the  various  constituencies  to  take  a  balanced  view  of  their  demands  on 
the  corporation,  and  internally  it  may  help  management  to  mediate 
between  the  various  interests  in  corporate  performance. 

In  order  to  develop  this  type  of  integrated  economic  and  social 
report,  the  individual  goals  of  the  company  must  be  defined  in  such  a 
way  as  to  have  observable  consequences  for  the  various  units  of  the 
organization.  The  more  general  statement  of  goals  and  purposes  which 
is  found  in  nearly  any  company  employing  advanced  management  con¬ 
cepts  must  be  transformed  into  specific  tasks  for  each  period  consid¬ 
ered.  This  approach  centers  on  unambiguous  and  specific  objectives, 
such  as  reduction  of  emission  from  one  or  more  production  units, 
rather  than  the  vague  societal  effects  that  are  difficult  to  define  and 
harder  to  measure.  The  goal  accounting  approach  forces  a  specifica¬ 
tion  of  the  firm’s  economic  and  societal  goals  in  terms  of  concrete  ob¬ 
jectives  and  tasks  for  each  organizational  unit  and  each  performance 
period.  The  process  of  assessing  the  degree  to  which  the  firm  has  ac¬ 
complished  the  goals  which  it  has  set  for  itself  produces  a  document 
which  is  internally  consistent.  Determination  of  whether  the  firm  has 
selected  acceptable  goals  is  done  by  comparing  the  results  of  its  efforts 
with  the  expectations  of  the  relevant  constituencies. 

Its  relative  practicability  has  made  social  goal  accounting  and 
reporting  a  favorite  of  the  three  conceptual  models  among  German 
companies  actively  involved  with  social  reporting.  Some  critics  have 
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suggested  that  the  concept  provides  no  guidance  on  how  a  company 
should  select  its  social  goals,  what  criteria  should  be  used  to  select 
goals  and  how  priorities  should  be  established.  However,  the  four 
years  of  practical  experience  of  the  Deutsche  Shell  AG,  the  first  com¬ 
pany  to  adopt  this  concept,  indicate  that  the  process  of  selecting  spe¬ 
cific  objectives  is  a  manageable  task  in  the  long  run,  although  rather 
strenuous  and  time  consuming.  The  other  main  critical  concern  with 
respect  to  goal  accounting  is  that  companies  might  not  be  interested  in 
formulating  specific  social  goals  as  bases  for  performance  assessment 
but  may  prefer  rather  vague  goals,  permitting  a  great  degree  of  discre¬ 
tion  in  reporting  as  well  as  evaluating  social  performance.  Again,  em¬ 
pirical  evidence  from  firms  experimenting  with  the  goal  accounting 
and  reporting  concept  (such  as  the  Deutsche  Shell  AG,  the  Koelner 
Bank  and  the  Migros  Genossenschaftsbund,  Zurich)  shows  that  these 
companies  are  working  toward  being  as  specific  as  possible.  Naturally 
some  of  the  areas  are  considered  to  be  rather  sensitive  and  are  there¬ 
fore  probably  not  subject  to  extensive  external  reporting.  In  such  areas 
as  research  and  development  and  company-consumer  relations,  firms 
are  reluctant  to  state  goals  in  advance,  but  use  the  process  for  internal 
monitoring  of  social  performance.  The  gradual  shift  in  actual  business 
practice  from  other  concepts  to  goal  accounting  may  provide  a  data 
base  for  a  more  comprehensive  assessment  of  criticisms. 

CORPORATE  SOCIAL  REPORTING: 

CURRENT  PRACTICES 

Business  in  Germany  is  at  present  pursuing  three  different  social 
reporting  approaches:  (1)  a  broadly  based  and  partially  integrated 
reporting  that  links  companies’  expenditures  to  social  benefits;  (2)  an 
extension  of  the  traditional  reporting  of  socially  relevant  information, 
and,  most  recently,  (3)  corporate  goal  accounting  and  reporting. 

Social  Benefit  Reporting 

Examples  of  German  corporate  social  reports  employing  the  first 
approach  are  those  of  STEAG  and  the  Saarbergwerke  AG.  The  first 
to  attempt  to  relate  companies’  expenditures  to  specific  societal  bene- 
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fits,  they  were  also  the  first  firms  to  publish  a  social  report  in  Germany 
labeled,  “Sozialbilanz,”  the  comprehensive  catchword  being  used  as  a 
shorthand  notion  to  describe  the  various  efforts.  The  first  social  report 
was  published  in  1972.  The  basic  weaknesses  of  this  approach,  which 
became  evident  with  the  first  STEAG  report  in  1973,  have  not  been 
eliminated.  Reports  using  this  approach  still  have  difficulties  presenting 
social  benefits  in  a  quantifiable  form  comparable  to  company  ex¬ 
penditures,  and  social  costs  or  negative  consequences  of  company 
activities  are  completely  omitted.  The  particular  merit  of  these  reports 
lies  in  their  pioneering  attempt  to  present  at  least  a  reduction  of  dam¬ 
ages  and  a  broad  spectrum  of  benefits  to  society  related  to  corporate 
activities.  Though  detailed  aspects  of  this  approach  will  no  doubt  be 
further  refined,  no  significant  progress  in  the  reporting  of  social  bene¬ 
fits  can  be  expected  until  appropriate  indicators  are  available  that 
contain  agreed  measurement  and  aggregation  techniques. 


Traditional  Reporting 

The  second  approach  is  the  more  cautious  policy  of  a  step-by-step 
extension  of  material  traditionally  collected  and  sometimes  reported, 
though  not  in  an  encompassing  framework  like  a  social  report.  For 
decades  German  businesses  have  collected  a  variety  of  data  now  pre¬ 
sented  under  the  banner  of  social  reporting.  But  this  activity  was  gen¬ 
erally  restricted  to  aspects  of  the  relationship  between  the  firm  and  its 
employees,  whereas  many  more  societal  aspects  of  corporate  activities 
are  now  being  included.  In  view  of  the  great  amount  of  material  that 
exists,  it  is  not  possible  to  provide  a  general  survey  of  the  development 
within  this  conceptual  system.  To  refer  only  to  a  few  examples,  the 
earlier  publications  of  Rank  Xerox  GmbH,  Bertelsmann  AG,  and 
Hoechst  are  considered  to  be  the  most  advanced  German  reports  of 
this  kind.  A  similar  degree  of  professionalism  has  been  achieved,  for 
example,  by  Roussel  Uclaf  in  France  and  by  several  Dutch  and  Belgian 
companies. 

Although  reports  employing  this  approach  of  incremental  exten¬ 
sion  have  been  criticized  because  of  the  gaps  remaining  in  the  infor¬ 
mation  included  in  these  reports,  the  policy  guiding  these  efforts  seems 
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quite  promising,  for  the  reports  reflect  a  cautious  inclusion  of  impor¬ 
tant  social  aspects. 

Integrated  Reporting 

It  appears  that  the  third  approach  may  prove  to  be  the  most  suc¬ 
cessful  in  Germany  in  the  long  run:  the  integration  of  the  annual  re¬ 
port  and  social  reporting  described  most  appropriately  as  the  already 
mentioned  goal  accounting  and  reporting.  The  concept  was  first  ap¬ 
plied  by  Deutsche  Shell  AG  with  the  assistance  of  the  author  in  its 
annual  and  social  report  of  1975.  Similar  attempts  have  been  under¬ 
taken  in  Sweden  and  Switzerland.  At  the  same  time  several  companies 
in  Germany  that  had  used  other  approaches  have  decided  to  move 
gradually  toward  goal  accounting. 

Examples  from  the  1975  Deutsche  Shell  report  should  illustrate 
basic  elements  of  this  approach.  The  first  chapter  deals  with  develop¬ 
ments  in  the  overall  political,  social,  and  economic  environment  of  the 
company.  The  statement  of  general  goals  and  objectives  is  presented 
next.  Five  coequal  goals  are  stated: 

(1)  to  supply  the  consumer  with  goods  and  services  on  con¬ 
ditions  determined  by  the  market; 

(2)  to  develop  new  applications  of  techniques  and  products; 

(3)  to  achieve  a  reasonable  return  on  investment; 

(4)  to  consider  the  interests  of  employees; 

(5)  to  pay  regard  to  the  general  public  welfare. 

The  statement  of  general  goals  is  followed  by  a  description  of 
specific  goals,  and  a  summary  of  achievements  in  each  goal  area, 
including  the  resources  used,  followed  by  a  discussion  of  future  plans 
with  respect  to  each  objective. 

It  should  be  noted  again  that  financial  and  economic  performance 
are  reported  in  exactly  the  same  manner  as  other  goals.  Currently  the 
company  is  attempting  to  develop  a  comprehensive  structure  of  goals 
linking  medium-term  policy  statements  to  overall  goals,  and  is  develop¬ 
ing  specific  objectives  within  those  broadly  defined  program  policy 
statements.  Both  policy  statements  as  well  as  specific  objectives  are 
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published  regularly,  with  a  few  exceptions,  for  example  in  the  research 
and  development  and  marketing  fields. 

The  Deutsche  Shell  Annual  and  Social  Report  1977  contains  a 
significant  new  development:  a  period  of  considerable  financial  losses 
led  to  the  inclusion  of  an  intensive  discussion  of  priorities  in  the  social 
field.  The  achievement  of  a  reasonable  return  investment  as  a  goal 
will  therefore  receive  more  attention  in  the  forthcoming  performance 
period  than  other  goals.  At  the  same  time,  activities  in  the  consumer 
affairs  goal  area  shifted  from  consumer  protection  issues  toward  serv¬ 
ing  as  a  means  of  achieving  short-term  financial  goals.  The  report 
clearly  indicates  the  dilemma  of  corporate  management  in  this  situa¬ 
tion  and  argues  for  an  interim  change  in  priorities  with  respect  to  the 
different  goal  areas  and  the  various  interests  represented  by  constitu¬ 
encies.  However,  the  temporary  nature  of  this  change  in  company 
policy  is  emphasized. 

Suggestions  for  Improvements 

Organized  efforts  to  develop  consensus  and  standardization  of 
social  reporting  in  Germany  are  expected  to  result  in  more  widespread 
use  of  goal  accounting  and  reporting.  In  the  summer  of  1976,  seven 
leading  corporations  formed  a  study  group  on  practical  aspects  of 
social  reporting  (Arbeitskreissozialbilanzen  Praxis).  The  intention  of 
the  study  group  was  to  develop  recommendations  for  the  content  and 
formal  structure  of  social  reporting  for  the  use  of  companies  getting 
involved  in  this  field.  The  objectives  were  to  increase  the  comparability 
of  information  by  suggesting  common  terminology,  indicators,  and 
schemes  of  reporting,  and  to  provide  the  general  public  with  a  basic 
document  for  evaluating  companies’  social  reports. 

In  guidelines  for  social  reporting  published  in  April  1977,  the 
study  group  suggested  the  following  goals  to  be  achieved  by  social 
reporting: 

1.  Formulation  of  goals  and  measures  relevant  to  social  con¬ 
cerns  and  corporate  interests,  as  well  as  the  collection  and 
systematic  presentation  of  performance  and  its  effects  in 
order  to  extend  the  corporate  planning  and  control  mech¬ 
anism  into  the  social  sphere. 
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2.  Information  of  all  groups  or  persons  interested  in  the  social 
performance  of  the  corporation  (e.g.,  employees,  investors, 
and  the  general  public)  on  the  extent  of  the  development  of 
socially  relevant  activities  and  expenditures  of  the  corpora¬ 
tion  as  well  as  a  description  of  these  activities,  and,  as  far 
as  possible,  a  quantification  of  the  effect  (output)  of  expen¬ 
ditures  for  socially  relevant  activities  (input). 

With  respect  to  the  content  of  the  social  report,  the  task  force 
suggests  the  following  three  elements: 

1.  the  social  report  (Sozialbericht) :  a  primarily  narrative  pre¬ 
sentation  enriched  with  statistical  material  of  the  goals, 
actions  taken,  and  achievements  in  areas  of  social  concern. 

2.  the  value-added  statement  (Wertschopfungsrechnung) :  an 
indication  of  the  distribution  of  net  value-added  generated 
by  the  corporation  to  the  various  constituencies  (employees, 
shareholders,  government,  the  company  itself,  etc.). 

3.  the  social  account  (Sozialrechnung) :  a  quantitative  presen¬ 
tation  of  all  societally-related  corporate  expenditures  in  the 
reporting  period  as  well  as  the  company’s  revenues  which  are 
socially  related  and  directly  measurable. 

A  study  conducted  by  the  author  in  1978  in  preparation  for  this 
article  indicates  some  progress.  The  survey  and  content  analysis  fo¬ 
cused  on  reports  of  14  of  the  20  corporations  currently  issuing  in-depth 
social  reports  on  a  more  or  less  regular  basis  in  Germany.  Most  of  the 
reports  were  produced  by  large  transnational  corporations,  including 
firms  in  the  chemical  and  petrochemical  industries,  mining,  banking, 
publishing,  food  processing  and  consumer  goods. 

The  analysis  found  that  six  companies  out  of  14  are  reporting  in 
an  integral  manner  as  part  of  overall  performance  reporting.  The 
others  issue  specific  reports  exclusively  focusing  on  company  perform¬ 
ance  in  the  business-society  field.  Just  two  companies  are  currently 
pursuing  the  goal  accounting  and  reporting  concept,  though  several 
stated  in  their  reports  that  they  would  move  toward  such  reporting. 
Five  companies  are  following  completely  the  recommendations  of  the 
study  group  on  practical  aspects  of  social  reporting,  while  others  are 
using  just  one  or  two  of  the  elements  of  the  concept  suggested  by  the 
study  group. 
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POLITICAL  CONSIDERATIONS: 

GERMANY  AND  OTHER  COUNTRIES 

Reporting  on  corporate  social  performance  in  Europe  has  been  a 
largely  voluntary  activity  of  a  relatively  small  number  of  companies. 
However,  since  a  consensus  appears  to  be  emerging  on  the  usefulness 
of  social  reporting  as  a  tool  to  increase  business  social  accountability 
and  performance,  the  idea  of  mandatory  social  reports  is  increasingly 
becoming  the  subject  of  political  discussions  in  several  European 
countries. 

A  variety  of  arguments  can  be  made  for  legally  requiring  social  re¬ 
porting  for  at  least  large  corporations.  Though  the  rationale  for  or 
against  legislative  requirements  varies  between  the  different  countries 
involved,  generally  speaking  the  following  arguments  have  been  made 
in  favor  of  mandatory  social  reporting: 

1.  Legally  required  social  reports  would  force  those  corpora¬ 
tions  which  have  already  drafted  internal  reports  to  make 
the  information  publicly  available. 

2.  It  would  force  the  majority  of  corporations  still  rather  re¬ 
luctant  to  get  involved  in  any  kind  of  social  reporting  to  start 
to  generate  this  information  immediately  and  report  on  their 
social  performance. 

3.  Only  a  mandatory  social  report  would  generate  enough  in¬ 
formation  to  permit  external  evaluation  of  the  social  per¬ 
formance  of  business  on  a  comparative  basis. 

4.  A  mandatory  social  report  would  promote  further  stand¬ 
ardization,  another  prerequisite  for  external  evaluation  and 
feedback. 

5.  Finally,  only  mandatory  social  reporting  would  force  com¬ 
panies  to  stop  viewing  social  reports  to  the  general  public  as 
a  public  relations  activity.  It  would  make  companies  take  a 
serious  look  at  their  social  performance  and  increase  the 
pressure  on  management  to  become  actively  involved  in  re¬ 
ducing  the  social  cost  of  the  regular  business  activities. 

Arguments  for  continuing  social  reporting  as  a  voluntary  activity 
are  basically  the  following: 

1.  Despite  the  experience  gained  over  the  past  10  years,  the 
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development  of  corporate  social  reporting  still  must  be  con¬ 
sidered  to  be  in  its  early  stages.  No  consensus  has  been 
reached  on  overall  reporting  schemes,  specific  indicators,  or 
other  technical  matters.  Legislative  requirements  will  seri- 
iously  reduce  business’s  willingness  to  engage  in  further  ex¬ 
perimentation  to  improve  the  state  of  the  art  and  will  convert 
social  reporting  into  a  routine  statistical  collection  function. 

2.  Legislation  would  have  to  be  based  on  the  current  state  of 
the  art,  which  suffers  from  both  theoretical  and  practical 
limitations.  Abstaining  from  legislation  would  permit  busi¬ 
ness  to  continue  experimentation  with  a  variety  of  ap¬ 
proaches  which  may  prove  more  effective  than  what  has  been 
developed  up  to  now. 

3.  Abstaining  from  legal  requirements  would  permit  various 
constituencies  of  business  corporations  to  specify  further 
their  interests  in  corporate  social  reporting  in  terms  of  the 
variety  of  conceptual  and  methodological  approaches  avail¬ 
able.  Encouraging  continued  voluntary  experiments  would 
then  permit  the  various  groups  which  are  interested  in  moni¬ 
toring  corporate  social  performance  to  engage  in  discussions 
and  negotiations  with  business.  This  process  already  seems 
to  be  under  way,  as  exemplified  by  the  attempts  of  German 
trade  unions  to  prepare  critical  evaluations  of  and  responses 
to  company  reports. 

Individual  corporations  as  well  as  business  organizations  thus  far 
have  stressed  the  voluntary  character  of  corporate  social  reporting, 
taking  a  strong  stand  against  legislation.  So  far,  trade  unions  have  been 
content  to  work  on  their  own  concepts  of  social  reporting  and  to 
negotiate  directly  with  employers  over  the  content  of  social  reports. 
They  see  little  advantage  at  present  in  freezing  the  state  of  the  art.  It  is 
more  difficult  to  predict  developments  in  the  long  run.  But  if  a  con¬ 
sensus  does  develop  for  legislation,  companies  that  have  been  involved 
with  corporate  social  reporting  will  be  in  a  favorable  position  to 
influence  the  final  form  the  legislation  takes. 

Germany 

The  development  of  legislation  on  corporate  social  reporting  in 
other  European  countries  as  well  as  intensive  experimentation  by  some 
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European  companies  is  being  used  to  support  arguments  that  social 
reporting  should  be  required  in  the  Federal  Republic.  However,  except 
for  some  discussion  in  the  German  Commission  for  the  Reform  of 
Company  Law,  no  significant  move  toward  legislation  can  be  reported 
thus  far. 

Political  parties  in  the  Federal  Republic  of  Germany  have  re¬ 
mained  relatively  silent  with  respect  to  mandatory  corporate  social 
reporting.  A  number  of  representatives  of  government  have  expressed 
a  favorable  attitude  toward  the  practice  as  well  as  other  efforts  to  in¬ 
crease  corporate  social  responsiveness.  But  there  has  been  no  major 
political  debate,  a  situation  which  is  surprising  both  because  of  the 
closeness  of  policymakers  and  business  (for  example,  E.  Pieroth,  a 
member  of  Parliament,  is  at  the  same  time  chief  executive  of  a  firm 
that  has  been  a  pioneer  in  social  reporting)  and  because  social  report¬ 
ing  has  been  very  much  a  political  issue  in  other  European  countries. 
The  German  government  recently  completed  an  inquiry  in  the  Federal 
Parliament  about  future  actions  concerning  corporate  social  reporting 
and  concluded  that  legislative  action  is  not  now  appropriate. 

Individual  corporations  and  business  organizations  thus  far  have 
stressed  the  voluntary  character  of  corporate  social  reporting,  taking  a 
strong  stand  against  legislation.  They  are  primarily  arguing  that  legis¬ 
lation  would  stop  experimentation  and  thus  stifle  further  progress. 
Though  labor  unions  are  currently  working  on  developing  their  own 
concept  for  social  reporting,  they  seem  to  prefer  to  work  directly  with 
business  and  have  so  far  not  advocated  any  legislation  in  this  field. 

In  the  short  run,  legislation  requiring  corporate  social  reporting 
would  cause  a  loss  of  interest  in  experimenting  with  the  concept  on 
that  part  of  the  business  community  actively  engaged  in  it  thus  far: 
The  advantages  of  being  an  innovator  in  broadening  the  corporate 
management  system  and  developing  new  forms  of  external  reporting 
would  disappear.  In  addition,  mandatory  social  reporting  might  cause 
business  to  change  its  view  that  social  reporting  is  a  valuable  learning 
experience.  Labor  unions  are  obviously  also  interested  in  extending  the 
experimental  phase,  arguing  along  similar  lines  as  corporations.  An 
introduction  of  legislation  now  would  interrupt  efforts  by  unions  to 
develop  concepts  for  corporate  social  reporting  which  correspond  to 
their  specific  interests.  Therefore,  at  present  they  prefer  direct  negotia- 
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tions  with  the  companies  involved. 

However,  the  situation  may  be  quite  different  in  the  long  run. 
Companies  involved  in  corporate  social  reporting  could  use  their  ex¬ 
perience  to  pass  a  law  in  accordance  to  their  interest,  if  they  perceive 
legislation  as  unavoidable.  In  such  a  framework,  the  Study  Group  of 
Practical  Aspects  of  Corporate  Social  Reporting  could  serve  as  a  lob¬ 
bying  agency  in  the  business  community. 

Unions  also  may  be  interested  in  mandatory  social  reporting  in  the 
long  run,  particularly  if  the  number  of  companies  experimenting  with 
the  concept  on  a  voluntary  basis  remains  rather  small  and  those  pub¬ 
lishing  their  reports  even  smaller.  If  the  quality  of  work  life  other  than 
increased  wages  and  leisure  time  becomes  more  important  in  negotia¬ 
tions  between  employers  and  unions,  a  solid  data  base  would  be 
needed  by  both  business  and  unions.  This  in  turn  could  persuade  unions 
to  lobby  actively  for  the  publication  of  such  data,  the  use  of  the  stand¬ 
ardized  approach,  and  the  certification  of  the  data  by  an  independent 
body  or  institution.  Finally,  if  the  rate  of  economic  growth  slows  in 
the  future,  business  and  unions  may  find  common  interest  in  emphasiz¬ 
ing  the  qualitative  aspects  of  work  life.  A  mandatory  social  report 
could  be  used  to  indicate  problems  to  be  solved  and  achievements  pro¬ 
duced  by  their  negotiations,  and  to  communicate  them  to  the  various 
constituencies.  In  this  situation,  the  strategy  of  mandatory  social  re¬ 
porting  could  even  be  in  the  interest  of  government. 


France 

France  has  become  the  first  European  nation  to  adopt  legislation 
that  specifies  the  content  of  social  reports.  In  July  1977,  the  French 
Parliament  passed  a  law  (Journal  Officiel  de  la  Republique  Fran^aise, 
July  13,  1977)  requiring  a  mandatory  social  report  (“Bilan  Social”) 
to  be  published  by  all  companies  employing  more  than  750  employees. 
The  first  social  report  must  be  published  in  1979,  covering  actions  for 
1978.  As  of  1982,  the  legal  requirement  will  be  extended  to  include 
companies  with  more  than  300  employees. 

Within  four  months  before  the  end  of  the  year  covered  in  the 
“Bilan  Social,”  the  employee  work  council  of  the  company  must  be 
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given  an  appointment  to  discuss  the  proposed  content  of  the  social 
report.  When  a  company  comprises  various  independent  entities 
(etablissements) ,  each  work  council  at  the  entity  level  will  discuss  the 
proposed  report  and  pass  its  comments  on  to  the  central  work  council. 
The  central  council  then  must  meet  and  formulate  an  opinion  on  the 
social  performance  of  the  corporation.  Management  may  be  required 
to  modify  the  report  to  take  into  consideration  the  opinions  expressed 
by  the  work  council  or  councils.  The  final  version  of  the  social  report 
then  must  be  submitted  to  a  representative  of  the  Ministry  of  Labor 
and  distributed  among  the  shareholders.  It  also  must  be  made  publicly 
available  upon  request. 

In  the  specific  decree  of  December  1977  (Journal  Officiel  de  la 
Republique  Fran^aise,  December  10,  1977)  the  government  specified 
that  the  social  report  must  cover  the  following  subjects: 

— employment, 

— salaries  and  social  charges, 

— hygiene  and  job  security, 

— other  working  conditions, 

— training, 

— industrial  relations,  and 
— other  relevant  social  arrangements. 

For  each  of  these  sections,  the  information  to  be  provided  is  specified 
in  great  detail. 

The  mandatory  social  report  in  France  focuses  exclusively  on  the 
company-employee  relationship,  an  area  which  is  not  only  of  major 
importance  to  the  social  performance  of  the  corporation,  but  also  a 
field  for  which  a  variety  of  indicators  has  already  been  developed  and 
is  generally  accepted. 

The  French  government  hopes  that  the  social  report  will  become 
an  instrument  of  information  and  planning.  However,  thus  far,  the 
law  has  not  been  welcomed  by  other  parties  involved.  The  employers 
regret  the  haste  with  which  the  law  was  prepared  and  resent  the  burden 
of  providing  an  enormous  amount  of  additional  information  on  a 
yearly  basis.  The  trade  unions  accuse  the  government  of  entertaining 
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the  illusion  that  this  instrument  will  change  the  conditions  of  the 
workers.  Some  even  label  the  law  as  a  political  demogogical  exercise 
intended  to  mislead  the  workers.  From  a  research  perspective,  one  has 
to  add  a  few  concerns  with  respect  to  conceptual  progress  still  needed 
which  may  be  severely  altered  by  indicators  and  reporting  schemes  pre¬ 
scribed  by  legislation.  The  same  reservation  must  be  stated  with  regard 
to  the  development  in  those  areas  of  corporate  social  accountability 
which  have  not  been  included  in  the  law,  for  example,  company-con¬ 
sumer  relations  and  the  overall  impact  of  a  company’s  activities  on  the 
physical  and  social  environment. 


United  Kingdom 

It  is  too  soon  to  know  for  certain,  but  the  United  Kingdom  may  be 
heading  in  the  same  direction  as  France.  In  a  document  called  “The 
Future  of  Company  Reports”  presented  to  Parliament  in  July  1977,  the 
Secretary  of  State  for  Trade  stated: 

In  recent  years  there  has  been  increasing  public  interest  in  and 
discussion  of  the  role  of  companies  in  societies  and  their  wider 
responsibilities  beyond  those  toward  shareholders  and  creditors 
upon  which  company  law  has  hitherto  been  based.  .  .  .  Acknowl¬ 
edgement  of  the  wider  responsibilities  of  companies  has  led  to 
suggestions  that  the  content  of  company  reports  and  accounts 
should  be  extended  to  reflect  the  wider  accountability  of  the 
directors  of  companies  and  to  cover  the  interest  of  others  be¬ 
sides  shareholders  to  whom  the  reports  are  at  present  addressed. 

The  document  suggests  that  companies  be  required  to  include  in 
annual  reports  statements  of  value  added,  employment,  and  energy  use. 
The  government  would  limit  such  reporting  to  corporations  employing 
more  than  500  employees  or  having  a  sales  volume  of  5  million  pounds 
or  more.  Although  the  proposed  legislation  does  not  seem  to  be  on  top 
of  the  political  agenda,  Parliament  may  discuss  it  in  the  forthcoming 
months.  Beyond  this  legislative  approach,  experimentation  with  social 
reporting  on  a  voluntary  basis  has  been  rather  limited  in  the  United 
Kingdom. 
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The  Netherlands 

Social  reporting  by  corporations  is  widespread  in  Holland,  even 
though  it  is  not  required  by  law.  The  harmonious  nature  of  Dutch 
society  and  the  legal  requirement  that  Dutch  companies  provide  regu¬ 
lar  information  to  employee  work  councils  concerning  recruitment, 
remuneration,  training,  promotion  and  dismissals  have  undoubtedly 
encouraged  companies  to  develop  social  reports. 

Dutch  companies  have  an  uncommon  perception  of  the  need  to 
recognize  and  respond  to  diverse  constituencies.  They  have  been 
actively  encouraged  to  develop  social  reports  by  Dutch  business  associ¬ 
ations  and  by  trade  unions.  Experimentation  has  also  been  stimulated 
by  a  prize  offered  for  the  best  social  report,  which  was  granted  in  1977 
to  N.V.  Heidemaatschappey  Beheer,  a  firm  located  in  Arnhem.  A 
rather  detailed  jury  report  specifies  the  criteria  to  be  used  in  the 
evaluation  of  social  reports  and  reiterates  the  importance  of  social  re¬ 
porting  for  the  Dutch  business  community  and  society. 

Reporting  by  Dutch  firms  is  prolific,  but  the  scope  is  narrower 
than  in  Germany,  both  with  respect  to  the  areas  covered  and  the  in¬ 
formation  provided.  Dutch  firms  concentrate  on  the  internal  environ¬ 
ment  and  company-employee  relations;  they  do  not  give  information 
on  other  areas  of  major  social  concern,  such  as  the  impact  of  the  com¬ 
pany’s  activities  on  the  physical  environment  or  company-consumer 
relations.  Reporting  by  Dutch  firms  is  largely  narrative;  it  does  not 
provide  detailed  statistical  information,  including  time  series  informa¬ 
tion  or  data  on  industry-wide  performance  as  a  basis  for  comparison. 
This  is  even  true  of  the  social  report  selected  as  the  best  in  1977.  Two 
recent  studies  of  reports  issued  by  Dutch  companies  have  been  quite 
critical  of  the  selective  and  non-quantitative  nature  of  reports  issued  by 
Dutch  companies. 


Sweden 

Despite  the  very  different  political  culture,  the  development  of 
social  reporting  in  Sweden  seems  rather  similar  to  Germany.  Research 
groups  are  cooperating  with  firms  to  develop  indicators  and  reporting 
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schemes,  and  several  companies  have  already  published  social  reports 
based  largely  on  the  goal  accounting  and  reporting  concept.  As  in  Ger¬ 
many,  the  internal  use  of  social  reporting  is  stressed  by  various  Swedish 
companies  and  is  also  an  important  goal  of  research.  No  visible  move 
toward  mandatory  social  reporting  has  taken  place  in  Sweden,  nor  is  it 
envisioned  in  the  foreseeable  future. 

Belgium 

In  Belgium,  developments  thus  far  can  best  be  described  as  a  com¬ 
bination  of  the  German  and  the  French  approach.  The  heavy  emphasis 
on  the  work  environment  as  a  key  element  of  reporting  and  the  per¬ 
ception  of  the  employees  as  prime  constituents  for  social  reporting 
seems  quite  similar  to  the  French  situation.  On  the  other  hand,  the 
focus  specifically  on  social  planning  and  reporting  in  companies  such 
as  Belgian  Shell  points  toward  the  conceptual  development  of  goal 
accounting  as  it  is  currently  emerging  in  Germany.  The  potential  of 
mandatory  requirements  for  social  reporting  is  currently  being  ex¬ 
plored  on  a  very  informal  level.  However,  no  major  move  toward 
legislation  is  expected  in  the  foreseeable  future  in  Belgium. 

Norway 

Norway  recently  adopted  new  legislation  to  require  companies  to 
report  on  a  number  of  issues  of  social  concern,  particularly  the  work 
environment.  In  contrast  to  French  legislation,  the  law  is  rather  flexi¬ 
ble.  It  requires  the  publication  of  a  social  report,  but  does  not  specify 
the  content  in  detail.  The  Norwegian  law  is  expected  to  stimulate  con¬ 
siderable  experimentation  and  to  provide  enough  information  on  social 
performance  to  permit  comparative  evaluations  on  an  industry-wide 
basis. 

Spain 

A  quite  interesting  development  is  currently  taking  place  in  Spain. 
In  an  attempt  to  move  toward  a  carefully  designed  reform  of  business’s 
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role  in  society,  the  Spanish  government,  individual  companies,  and 
business  associations  are  conducting  detailed  examinations  of  the  ex¬ 
perience  in  other  European  countries.  They  are  covering  a  wide  range 
of  topics,  including  the  German  concept  of  workers  codetermination 
(Mitbestimmung),  and  are  putting  a  heavy  emphasis  on  the  impor¬ 
tance  of  corporate  social  reporting  as  a  means  to  increase  social  re¬ 
sponsiveness  and  accountability  on  the  part  of  corporations.  In  a 
December  1977  survey  of  chief  executives  of  leading  Spanish  corpora¬ 
tions,  43  percent  mentioned  that  their  companies  are  planning  to  work 
on  corporate  social  reporting.  Another  18  percent  said  that  work  al¬ 
ready  is  under  way.  All  chief  executives  felt  that  there  will  be  a 
considerable  expansion  of  corporate  social  reporting  in  Spain  in  forth¬ 
coming  years. 


AGENDA  FOR  THE  FUTURE 

Even  with  recent  advances  in  Germany  and  elsewhere,  it  must  be 
admitted  that  the  whole  notion  of  corporate  social  reporting,  as  well  as 
the  techniques  of  corporate  social  accountability,  is  still  in  the  early 
stages  of  development.  Despite  significant  research  efforts  throughout 
the  world  during  the  last  decade,  a  system  which  satisfies  all  the  ex¬ 
pectations  of  business,  its  various  constituencies,  and  the  research 
community  has  not  been  found.  This,  however,  should  not  be  surpris¬ 
ing  or  discouraging,  given  the  complexities  and  the  sensitivities  en¬ 
countered  in  the  field  of  corporate  social  reporting. 

The  most  important  aspect  of  future  development  of  corporate 
social  responsiveness  and  accountability  in  Germany,  as  in  all  other 
countries,  is  the  need  for  experimentation.  Legislation  or  discussion  of 
legislation  should  merely  be  considered  a  stimulus  for  promoting  such 
experimentation  rather  than  an  effort  to  prescribe  existing  methods. 

Looking  into  the  future  from  a  German  perspective,  it  seems 
worthwhile  to  distinguish  between  developments  already  envisioned 
based  on  current  interests  and  orientations,  and  those  which  are  de¬ 
sirable  from  a  conceptual  point  of  view. 

In  the  first  category,  the  following  five  subject  areas  already  can 
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be  envisioned  as  the  focal  points  of  further  experimentation: 

1 .  A  broad  implementation  of  goal  accounting, 

2.  Further  development  of  indicators, 

3.  Efforts  to  increase  the  comprehensiveness  of  data  presen¬ 
tation, 

4.  Empirical  research  on  the  information  needs  of  various 
constituencies, 

5.  Efforts  toward  standardization  of  reporting. 

Beyond  this,  experimentation  in  the  following  fields  seems  to  be 
highly  desirable,  based  on  research  needs  stimulated  by  past  experience 
in  Germany: 

6.  Expansion  of  experimentation,  in  industries  not  involved  yet, 
specifically  into  the  service  sector, 

7.  Research  on  social  measurement  as  an  internal  management 
tool, 

8.  Theoretical  research  on  the  salience  of  social  reporting  for 
the  overall  economic  system. 

Goal  Accounting 

Increasingly,  companies  experimenting  with  various  concepts  of 
corporate  social  reporting  in  Germany  are  turning  to  the  goal  account¬ 
ing  and  reporting  approach  as  the  prime  concept  for  further  experi¬ 
mentation.  The  theoretical  advantages  of  this  concept  are  being  recog¬ 
nized.  Broadening  the  experimentation  would  provide  empirical  evi¬ 
dence  in  future  years  to  determine  if  this  concept  will  bring  about  the 
additional  advantages  for  business  and  its  constituencies  which  are 
suggested  above.  The  further  use  of  goal  accounting  and  reporting 
would  cause  a  viable  distinction  of  developments  in  Germany  and 
probably  Sweden  on  the  one  hand  from  the  situation  in  France,  Hol¬ 
land,  and  Great  Britain,  on  the  other.  But  it  would  also  bring  it  closer 
to  concepts  considered  to  be  viable  extensions  of  corporate  reporting 
by  a  variety  of  international  organizations,  including  the  Organization 
for  Economic  Cooperation  and  Development,  the  United  Nations  and 
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the  European  Economic  Community.  Moving  toward  a  stronger  em¬ 
phasis  on  goal  accounting  also  would  require  extensive  experimentation 
with  social  forecasting  in  business,  to  assist  business  in  screening  the 
social  environment  and  to  develop  as  comprehensive  an  overview  of 
social  priorities  as  possible.  At  the  same  time,  it  would  require  further 
exploration  of  ways  to  include  the  interests  of  the  various  constitu¬ 
encies  in  the  process  of  setting  specific  operational  goals  for  a  perform¬ 
ance  period. 

Indicators 

The  development  of  indicators  has  thus  far  focused  on  company- 
employee  relations  and  to  a  lesser  degree  on  the  impact  of  corporate 
activities  on  the  physical  environment.  Research  and  further  experi¬ 
mentation  should  emphasize  two  other  areas  of  social  concern  to  the 
business  corporation:  company-consumer  relations  and  the  linkage 
between  company  activities  and  the  social  environment.  In  this  field 
the  state  of  the  art  is  far  from  being  satisfactory,  as  is  indicated  by  the 
lack  of  information  in  existing  social  reports  throughout  Europe. 
Similar  methodological  and  conceptual  development  and  experimenta¬ 
tion  seems  necessary  in  the  field  of  company-supplier  relations,  though 
this  does  not  seem  to  have  a  prime  political  significance. 

Data  Presentation 

Even  a  very  quick  glance  at  the  reports  published  in  all  countries 
thus  far  indicates  the  need  to  broaden  the  use  of  data.  Most  social 
reports  are  still  greatly  influenced  by  a  traditional  public  relations 
philosophy.  The  enormous  amount  of  puffery  and  selective  reporting 
clearly  indicates  the  need  for  more  comprehensive  use  of  data.  Wider 
use  of  goal  accounting  and  reporting  may  improve  the  situation,  but  it 
is  still  necessary  to  emphasize  independently  the  need  for  more  com¬ 
prehensive  use  of  data  in  the  social  report.  Current  experiments  are 
attempting  to  develop  an  overall  comprehensive  format,  reporting 
briefly  on  current  goals,  activities,  expenditures,  performance,  and 
goals  for  the  forthcoming  period.  This  schematic  overview  of  corporate 
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social  performance  should  be  supported  by  an  extensive  narrative  dis¬ 
cussion  of  why  specific  goals  have  been  chosen,  why  goals  have  not 
been  achieved,  or  why  the  corporation  may  have  changed  priorities 
during  the  planning  period. 

Information  Needs 

The  content  of  existing  social  reports  is  mainly  based  on  manage¬ 
ment’s  perceptions,  or  those  of  the  research  community,  of  the  infor¬ 
mation  needs  of  traditional  as  well  as  emerging  constituencies  of  the 
corporation.  Research  on  information  needs  of  various  constituency 
groups  is  needed  to  assure  that  current  perceptions  are  accurate.  This 
may  be  accomplished  by  a  variety  of  empirical  social  research  tech¬ 
niques,  ranging  from  large-scale  surveys  and  questionnaires  appended 
to  published  social  reports,  to  intensive  discussions  with  small  groups 
representing  various  constituencies.  The  idea  is  to  evaluate  whether 
existing  reports  are  serving  their  information  needs,  to  identify  areas 
in  which  additional  information  needs  are  emerging,  to  specify  sections 
which  could  be  omitted  due  to  lack  of  interest,  and  to  discuss  the  over¬ 
all  format  and  concept  of  presentation. 

Standardization 

Though  the  consensus  on  performance  areas  to  be  covered  and 
indicators  to  be  used  in  reporting  and  evaluating  corporate  social  per¬ 
formance  seems  rather  high  in  Germany,  further  standardization  of 
reporting  is  needed.  Prime  candidates  for  further  standardization  in¬ 
clude  the  two  areas  where  reporting  seems  rather  similar  with  respect 
to  all  dimensions  involved:  company-employee  relationships,  and  the 
impact  of  business  activities  on  the  physical  environment.  A  voluntary 
agreement  on  indicators  to  be  used  and  areas  to  be  covered  in  fields  not 
required  by  law  seems  both  desirable  and  achievable.  Further  stand¬ 
ardization  would  permit  the  monitoring  of  corporate  social  perform¬ 
ance  on  the  basis  of  time  series  information  and  also  between  different 
companies  within  a  specific  sector  or,  in  some  areas,  even  on  an  indus¬ 
try-wide  basis.  Improving  the  basis  for  comparative  evaluation  by 
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further  standardizing  social  reporting  would  significantly  enhance  the 
credibility  of  business  communication  with  the  various  constituencies. 


Broader  Industry  Participation 

Social  reporting  in  Germany  has  focused  mainly  on  industrial 
companies,  specifically  in  the  chemical  and  petrochemical  industries. 
With  the  exception  of  two  banks,  the  service  sector  has  not  actively  en¬ 
gaged  in  experimenting  with  the  concept.  Participation  by  the  service 
sector  (for  example,  banking,  retail  trades,  insurance)  should  be  en¬ 
couraged.  The  recently  issued  Social  Report  by  the  MIGROS  Genos- 
senschaftsbund  Zurich,  the  largest  conglomerate  in  the  Swiss  service 
industry,  may  serve  as  a  basis  for  discussion  and  experimentation. 


Management  Tool 

In  Germany,  companies  involved  with  corporate  reporting  have 
focused  primarily  on  external  reporting.  The  use  of  social  accounting 
and  reporting  for  internal  purposes,  as  a  management  tool,  has  not 
been  explored  very  much.  However,  in  the  long  run  it  seems  to  be  an 
important  element  of  the  whole  notion  of  corporate  social  responsive¬ 
ness:  Business  social  performance  cannot  be  improved  in  an  organized 
and  consistent  manner  if  external  reporting  is  not  matched  by  an  in¬ 
ternal  system  of  serious  planning,  monitoring,  and  rewarding  perform¬ 
ance  in  this  area,  analogous  to  that  established  for  economic  and  finan¬ 
cial  performance.  Research  on  the  extent  to  which  corporate  social 
performance  can  be  dealt  with  in  the  framework  of  staff  work  and  the 
extent  to  which  it  must  be  considered  a  line  function  is  needed  to  build 
a  solid  basis  of  knowledge  on  how  to  implement  company  programs  to 
improve  corporate  social  performance.  Research  is  also  needed  on  how 
to  integrate  elements  of  social  accountability  into  the  performance 
appraisal  of  middle  and  lower  management.  Knowledge  in  this  area  is 
very  limited  and  unsatisfactory,  based  on  a  few  uncoordinated  experi¬ 
ments.  A  large  scale  and  rigorous  research  effort  seems  necessary  to 
develop  a  sound  understanding  of  how  to  restructure  the  management 
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system  of  business  corporations  to  ensure  that  social  impacts  are  man¬ 
aged  as  rationally  as  economic  activities. 

Social  Performance  Theory 

It  is  widely  assumed  that  social  reporting  can  improve  corporate 
social  performance  and  also  help  to  avoid  detailed  governmental  inter¬ 
vention.  In  other  words,  it  is  assumed  that  social  reporting  provides  net 
social  and  economic  benefits  to  the  society  as  well  as  the  individual 
firm.  There  is  a  need  to  go  beyond  mere  supposition  and  to  conduct 
research  into  the  economic  and  social  value  of  social  reporting.  Such 
research  should  explore  the  potential  of  corporate  social  reporting  to 
change  business  behavior,  the  overall  implications  of  an  increased 
social  accountability  and  responsiveness  on  the  part  of  the  business 
corporation,  and  the  interrelationship  between  economic  and  social 
performance.  Such  theoretical  research  could  also  serve  as  an  im¬ 
portant  element  in  the  discussion  of  mandatory  social  reporting  versus 
voluntary  disclosure  on  social  performance,  and  it  might  shed  some 
light  on  the  potential  need  for  special  institutions  to  monitor  and  assess 
business  social  performance. 

Increasing  experimentation  and  research  in  all  these  fields  would 
contribute  significantly  to  a  better  understanding  not  only  of  the 
political  merit  of  the  concept  of  corporate  social  accountability,  but 
also  of  how  to  manage  and  evaluate  corporate  social  performance. 
These  questions,  which  are  perceived  to  be  of  central  importance  to 
the  development  of  the  overall  economic  system,  cannot  be  answered 
by  academic  research  alone.  It  definitely  requires  the  involvement  of 
corporations  in  exploring  new  avenues  in  a  truly  entrepreneurial  spirit. 
Currently  the  indications  are  that  there  are  enough  corporations  in 
Germany  interested  in  the  concept  and  willing  to  undertake  such  ex¬ 
perimentation  to  make  the  effort  worthwhile.  Since  the  overall  political 
climate  tends  to  be  relatively  favorable  to  such  experimentation,  Ger¬ 
many  may  continue  to  contribute  significantly  to  improvements  in  the 
state  of  the  art.  ■ 
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4  It  is  difficult  to  associate  the  origin  of  corporate 
social  reporting  with  any  single  event  or  period,  for  it 
has  been  with  us  in  one  form  or  another  for  a  long 
time.  But,  if  one  looks  for  the  great  spurt  in  breadth 
and  intensity  of  interest  and  the  great  increase  in 
efforts  to  develop  workable  social  accounting  systems 
and  prepare  useful  social  reports,  one  need  look  back 
only  to  the  turbulent  1960’s. 

The  turmoil  and  the  reevaluation  of  social  values  of  that  period 
disclosed  that  most  of  our  institutions,  no  matter  what  their  virtues, 
were  not  without  their  faults.  It  also  showed  institutional  shortcomings 
could  be  successfully  challenged  and  that  institutions  could  be  brought 
to  act  with  a  greater  awareness  of  the  range  of  their  impacts  and  the 
broader  interests  of  society  in  mind. 

The  social  challenge  to  business  was  and  remains  twofold:  (1)  to 
reduce  the  negative  social  consequences  of  business  activities  (for  ex¬ 
ample,  to  curb  pollution);  and  (2)  to  help  solve  other  major  social 
problems,  such  as  unemployment  among  minority  group  members. 
Just  as  the  term  “corporate  social  responsibility”  used  to  stand  for  a 
variety  of  responses  to  the  challenge,  “social  accounting”  and  “cor¬ 
porate  social  measurement”  became  the  watchwords  for  attempts  to 
develop  information  about  corporate  impacts  on  society  and  corporate 
efforts  to  deal  with  matters  of  social  concern.  In  turn,  corporate  social 
reporting  became  the  vehicle  for  communicating  information  to  the 
variety  of  constituencies  with  an  interest  in  corporate  social 
performance. 

Corporate  social  reports  were  intended  to  serve  three  major 
purposes. 

•  One  important  purpose  of  social  reports  was  to  provide  in¬ 
formation  about  the  impacts  of  business  activities  on  society. 

It  was  obvious  that  these  impacts  are  quite  varied:  Some  are 
positive,  some  are  negative  and  some  are  mixed.  It  was  obvi¬ 
ous,  too,  that  the  magnitude  of  impacts  varies  from  very 
substantial  to  inconsequential.  Corporate  social  reporting 
helped  to  clarify  for  both  management  and  external  audiences 
the  nature  and  magnitude  of  corporate  activities  of  social 
significance. 
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•  Secondly,  social  reports  were  intended  to  provide  a  basis  of 
accountability  for  the  social  consequences  of  corporate  activi¬ 
ties,  similar  to  the  role  of  financial  accounting  in  relation  to 
financial  transactions.  Social  reporting  was  expected  to  allow 
an  evaluation  of  corporate  activities  on  the  basis  of  social  as 
well  as  economic  performance.  The  exposure  of  adverse  social 
impacts,  many  contended,  would  produce  a  “sunshine”  effect 
that  would  lead  to  the  modification  of  corporate  behavior  on 
the  company’s  own  initiative,  through  public  pressure,  or  by 
regulation.  At  the  same  time,  it  was  hoped  that  good  corporate 
performance  would  be  rewarded  by  public  acclaim,  a  reduc¬ 
tion  in  the  extent  and  detail  of  governmental  regulation  and 
recognition  in  the  market  place.  Many  felt  that  it  could  result 
in  a  more  balanced  perception  of  corporate  social  performance 
than  if  the  field  were  left  solely  to  the  critics.  Many  also  be¬ 
lieved  social  reporting  could  reduce  the  seemingly  limitless 
and  often  vague  scope  of  expectations  concerning  corporate 
social  performance  to  fairly  reasonable  and  precise  levels. 

•  Thirdly,  it  was  hoped  that  social  reporting  would  help  cor¬ 
porations  manage  their  businesses  better.  It  would  provide 
information  that  would  help  a  company  identify  the  important 
social  consequences  of  its  actions.  In  part,  this  would  be  used 
to  broaden  the  basis  of  “normal”  management  decisions.  In 
addition,  a  company  could  use  such  information  to  evaluate 
alternative  methods  of  dealing  with  various  social  impacts, 
and  of  allocating  its  resources  in  a  cost-effective  manner.  And 
finally,  it  could  accomplish  its  programs  through  budgetary 
controls,  nonfinancial  management  objectives,  financial  incen¬ 
tives,  and  the  performance  ratings  assigned  to  individual 
executives. 


LESSONS  FROM  EXPERIENCE 

Each  of  these  objectives  continues  to  be  important.  No  significant 
new  ones  have  been  added.  What  has  been  added  is  a  substantial 
amount  of  practical  experience  as  to  what  can  and  cannot  be  done. 
The  result  has  been  to  discard  certain  approaches,  to  clarify  many 
issues  and  problems,  solve  some  of  them  and  suggest  more  practical 
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ways  to  proceed.  A  brief  discussion  of  some  of  the  lessons  that  have 
been  derived  from  experience  to  date  is,  therefore,  appropriate. 


Practicability 

One  of  the  objectives  of  some  pioneers  in  the  field  was  to  develop 
social  reports  that  would  be  as  concise  and  complete  as  corporate 
financial  statements,  using  essentially  similar  techniques.  Corporate 
social  impacts  would  be  expressed  in  a  common  unit  so  that  a  “net 
social  position”  could  be  established.  And  if  that  unit  were  the  dollar, 
as  many  hoped  it  would  be,  then  a  combined  socio-economic  perform¬ 
ance  profile  could  be  established.  That  hope  is  now  believed  by  all  but 
a  few  to  be  thoroughly  impracticable.  The  alternatives,  one  of  which 
will  be  described  later,  make  up  in  practicability  and  utility  what  they 
lack  in  theoretical  charm. 


Complexity 

As  even  a  brief  consideration  of  Exhibit  I  will  indicate,  almost 
every  action  taken  by  a  business  has  both  social  and  economic  conse¬ 
quences.  The  balance  may  differ  from  action  to  action,  but  whether  a 
company  wishes  it  or  not,  it  cannot  avoid  making  a  large  number  of 
both  good  and  bad  impacts  in  the  course  of  carrying  out  its  affairs. 
Since  the  social  impacts  are  usually  the  by-products  rather  than  the 
directly  intended  results  of  economic  actions,  the  impacts  tend  not 
only  to  be  numerous  but  also  complex,  affecting  many  people  in  dif¬ 
ferent  ways  and  degrees  over  varying  periods  of  time.  The  absence  of 
social  transactions  in  which  the  affected  parties  make  “settlements” — 
as  in  economic  affairs — greatly  complicates  the  analysis.  The  result  is 
that  dealing  with  all  actions  and  all  impacts  is  impossible:  the  costs 
would  be  too  great;  the  technical  difficulties  too  enormous;  and  the 
problems  of  presentation  and  understanding  too  overwhelming.  Thus,  a 
rational  system  must  be  based  on  an  intelligent  selection  of  those  things 
that  are  most  important. 
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Exhibit  I 


Typical  Business  Decisions 

Having  Important  Social  Implications* 

Corporate  Purpose 

•  The  “social  utility”  of  the  products  and  services  to  be  offered. 

•  The  customer  classes  to  be  served. 

•  Contributions  to  be  made  to  technical,  scientific,  and  mana¬ 
gerial  knowledge. 

•  Conformity  of  company  actions  with  ethical  standards  of  busi¬ 
ness  and  society. 

•  Balancing  obligations  to  owners,  customers,  vendors,  em¬ 
ployees,  competitors,  community,  and  so  forth. 

•  Attitude  toward  public  service. 

Economic  Performance 

•  Level  of  profits  sought. 

•  Role  and  sharing  of  increased  productivity. 

•  Capital  generation  and  effectiveness  of  resource  utilization. 

•  Distribution  or  retention  of  profits. 

Product  Design 

•  Cost/value  philosophy. 

•  Compatibility  of  product  design  with  needs  and  economic 
resources  of  customer  groups. 

•  Basis  of  product  differentiation. 

•  Effect  on  use  of  nonrenewable  resources,  recycled  materials. 

•  Waste  and  waste  disposal  consequences. 

•  Quality,  reliability,  durability,  and  serviceability  character¬ 
istics. 

♦Taken  from  The  Measurement  of  Corporate  Social  Performance,  American  Insti¬ 
tute  of  Certified  Public  Accountants,  Inc.,  New  York,  1977. 
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Exhibit  I  continued 


•  Product  safety. 

•  “Unwarranted  obsolescence.” 

•  Aesthetics,  appearance,  and  cultural  values. 

Manufacturing 

•  Plant  closings  and  new  site  locations. 

•  Impacts  on  physical  environment. 

•  Use  of  minority  operated  suppliers. 

•  General  treatment  of  suppliers. 

•  Those  decisions  included  under  “product  design,”  “commun¬ 
ity,”  “organization  and  personnel.” 

Marketing 

•  Environmental  impacts  of  packaging. 

•  Fair  labeling  and  packaging. 

•  Customer  education. 

•  Fairness  of  warranties. 

•  Adequacy  of  customer  service. 

•  Direct  and  indirect  effects  of  advertising  and  promotion. 
Finance 

•  Impact  of  credit  policies  on  access  of  classes  of  customers, 

vendors,  and  so  forth,  to  the  company  and  its  products. 

Organization  and  Personnel 

•  Hiring  practices,  especially  as  they  relate  to  minorities,  youth, 
women,  the  handicapped  and  disadvantaged,  and  the  socially 
stigmatized. 

•  Training. 

•  Upward  mobility. 

•  “Place  of  work”  issues  (the  physical  environment,  the  human 
or  supervisory  environment,  job  satisfaction,  safety). 
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Exhibit  I  continued 


•  Compensation  practices,  including  benefits. 

•  Work  facilitation  (day-care  centers,  special  aids  for  the  handi¬ 
capped,  personal  counseling). 

•  Job  stability  and  security. 

Community  Impact 

•  Financial  support. 

•  Leadership  and  manpower. 

•  Burden  placed  on  physical,  social,  and  political  structures. 

•  Plant  location  and  relocation  policies. 


Social  vs.  Economic 

On  first  impression,  distinguishing  costs  or  consequences  that  are 
economic  in  nature  from  those  that  are  social  would  appear  relatively 
easy.  In  many  important  instances,  this  is  not  the  case.  For  example, 
are  expenditures  that  result  in  greater  employee  or  product  safety  un¬ 
dertaken  for  the  reduction  in  injury  claims  or  lawsuits  they  bring 
about,  to  enhance  the  company’s  image  in  employment  and  consumer 
markets,  or  to  lessen  the  unfortunate  personal  (social)  consequences 
suffered  by  the  injured  and  his  or  her  family?  Is  the  impact  of  the 
creation  of  additional  employment  opportunities  purely  economic  or 
is  it  also  social?  And  if  both  social  and  economic  objectives  are  sought, 
is  it  possible  or  desirable  to  separate  expenditures,  efforts,  or  conse¬ 
quences?  Most  experienced  practitioners  agree  that  a  complete  separa¬ 
tion  of  economic  and  social  activity  is  impossible,  and  most  are  willing 
to  trade  conceptual  consistency  for  a  more  cluttered  array  of  useful 
information.  This  concession  to  reality  has  important  implications  for 
the  social  reporter. 

Measurement  of  Impacts 

Ideally,  a  social  report  would  identify  and  measure  the  conse¬ 
quences  that  corporate  actions  have  on  the  quality  of  life  of  those 
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affected.  More  often  than  not,  this  is  impossible.  Impacts  are  delayed; 
they  are  the  result  of  multiple  causes;  those  impacted  are  not  readily 
identifiable  or  are  affected  in  a  variety  of  subtle  ways.  Moreover,  the 
impacts  on  quality  of  life  are  by  nature  devilishly  hard  to  measure. 

A  search  for  practical  alternatives  has  resulted.  One  alternative, 
useful  in  some  instances,  is  to  accept  the  perceptions  of  those  affected 
as  an  indication  of  the  reality.  A  more  useful  approach  is  to  emphasize 
the  impacts  on  those  social  conditions  that  affect  the  quality  of  life, 
even  where  the  relationships  between  impacts  and  the  quality  of  life 
are  not  clearly  understood.  To  illustrate:  changes  in  quantities  of  emit¬ 
ted  pollutants,  or  even  efforts  to  achieve  such  reductions,  are  used  as 
the  measure  of  impact,  rather  than  the  ultimate  consequence  on  the 
quality  of  life  of  affected  individuals. 


Values 

A  value-free  social  reporting  system  would  seem  to  have  tre¬ 
mendous  utility.  Experience  indicates  that  a  significant  reduction  in 
the  amount  of  bias  is  attainable,  but  primarily  at  the  cost  of  providing 
large  amounts  of  essentially  unexplained  data  which  the  user  is  then 
expected  to  interpret  on  the  basis  of  his  own  knowledge  and  resources. 
The  alternative — to  be  selective  in  what  is  presented,  to  compress  the 
information  by  summaries  and  classifications,  to  provide  comparisons 
and  standards  and  other  explanations,  or  to  weigh  the  relative  value  of 
performance  in  one  area  against  that  in  another — inevitably  involves 
the  application  of  values.  Experience  suggests  that  a  judicious  mixture 
of  value-free  data  and  value-based  interpretation  is  the  best  practical 
solution. 

One  could  continue  with  a  series  of  other  problems  and  issiles,  but 
the  essential  points  are:  (1)  the  ideal  system  of  social  measurement 
and  reporting  does  not  seem  to  be  attainable;  (2)  experience  indicates 
the  nature  of  the  more  practical  approaches  that  should  be  sought;  (3) 
even  the  reasonably  attainable  goals  will  require  a  considerable  period 
of  development  and  experimentation;  and  (4)  any  judgment  of  the 
present  state  of  the  art  must  take  real-world  constraints  into  account. 
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PREPARING  A  SOCIAL  PROFILE 

Corporate  social  reporting  must  take  into  account  a  diverse  audi¬ 
ence.  It  includes  those  with  quite  limited  interests;  for  example,  it 
might  include  the  immediate  neighbors  of  a  plant  concerned  about  an 
increase  in  traffic  due  to  the  relocation  of  a  parking  lot.  It  might  in¬ 
clude  representatives  of  an  organization,  acting  in  a  somewhat  broader 
context,  seeking  the  increased  employment  of  women  in  executive 
positions.  At  a  still  broader  level,  the  audience  might  include  an  acade¬ 
mician  or  governmental  planner  concerned  with  more  general,  perhaps 
more  abstract,  issues.  It  might  also  include  members  of  the  concerned 
yet  amorphous  “general  public.”  Exhibit  II  suggests  the  diversity  of  the 
audience  and  the  range  of  their  interests.  It  indicates  just  how  varied 
their  interests  are  and  the  substantial  influence  that  this  has  on  the 
quantities  and  kinds  of  information  that  will  be  useful  to  them. 

Members  of  the  audience  will  differ  in  their  interests,  in  their 
knowledge  of  business  and  their  predispositions  or  biases  toward  it. 
They  will  have  different  capacities  to  understand  and  utilize  the  infor¬ 
mation,  and  have  different  amounts  of  time  available  to  do  so.  They 
will  also  differ  in  their  willingness  and  their  ability  to  supplement  or 
challenge  the  information  offered. 

No  single  report  can  or  should  attempt  to  satisfy  the  informational 
requirements  of  all  these  audiences.  In  fact,  even  now  no  single  report 
attempts  to  do  so.  Governmental  regulators,  for  example,  are  furnished 
with  data  that  normally  are  more  voluminous,  detailed,  technical  and 
specific  than  would  interest  a  more  general  audience.  Similarly,  an  en¬ 
vironmental  impact  statement  serves  the  interests  of  one  or  several 
groups  but  is  far  too  great  in  volume  or  technical  in  detail  for  others. 
Corporate  executives,  concerned  with  operational  decisions  in  which 
social  considerations  are  important,  or  with  the  design  and  manage¬ 
ment  of  corporate  social  programs,  similarly  desire  different  informa¬ 
tion.  One  social  report,  then,  should  not  be  expected  to  meet  all  of  the 
needs  of  all  members  of  the  audience. 

Each  of  these  types  of  reports  presents  its  own  set  of  problems — 
of  impact  identification,  of  measurement,  of  presentation,  or  other  con¬ 
cerns.  Some  of  these  problems  are  occasioned  by  the  specific  subject 
matter  or  the  specific  audience.  Some  are  more  generic,  and  apply  in 
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one  way  or  another  to  all  of  social  reporting.  Virtually  all  of  them  apply 
to  what  well  may  turn  out  to  be  the  most  difficult  report  of  all — the  re¬ 
port  to  the  general  public.  Most  of  the  discussion  that  follows  will  re¬ 
late  to  that  subject. 

Characteristics 

As  noted  earlier,  one  lesson  of  past  experience  is  the  difficulty  of 
measuring  all,  or  even  a  substantial  number,  of  impacts  in  a  common 
unit  of  measurement.  This  effectively  makes  it  impossible  to  classify 
and  aggregate  information  in  the  same  manner  as  is  done  in  financial 
statements.  The  result  is  similar  to  what  would  occur  if  financial  re¬ 
ports  had  to  be  prepared  without  the  use  of  the  dollar  or  some  other 
common  monetary  unit.  The  inability  to  present  a  consolidated  finan¬ 
cial  picture  with  a  calculated  net  result  would  require  the  presentation 
of  the  most  relevant  information,  leaving  assessment  of  net  results  to 
the  reader.  Such  a  profile  would  have  obvious  limitations,  but,  none¬ 
theless,  it  would  be  preferable  to  no  report  at  all. 

The  social  equivalent — the  social  profile — seems  to  be  the  best,  if 
not  the  only,  practical  approach  for  presenting  overall  social  informa¬ 
tion  to  a  general  audience.  Such  a  profile  would  be  indicative  of  a  com¬ 
pany’s  social  performance — not  a  complete  report  of  all  its  actions 
and  impacts.  It  would  describe  the  company’s  actions  and  impacts  in 
selected  important  areas,  using  whatever  units  of  measurement,  quali¬ 
tative  descriptions  and  bases  of  comparison  that  most  fairly  and  in¬ 
formatively  characterize  corporate  activity. 

Preparation  of  such  a  report  admits  to  a  lack  of  a  common  unit  of 
measurement.  But  it  does  assume  an  ability  to  define  socially  desirable 
and  socially  undesirable  conditions,  an  ability  to  describe  the  kinds  of 
activities  that  improve  social  conditions  and  activities  that  worsen 
social  conditions,  and  an  ability  to  devise  useful  measures  of  these 
activities. 

The  following  illustration  may  be  helpful.  How  would  a  person 
describe  his  or  her  community  to  an  outsider? 

First,  he  would  select  certain  of  its  characteristics  that  he  thought 
were  significant,  based  on  his  assessment  of  their  importance  to  him, 
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USERS  AND 


Principal  users 

1.  Sociological  and  eco¬ 
nomic  theoreticians. 


2.  Social  commentators, 
activists,  and  public 
interest  groups  (The 
Council  on  Economic 
Priorities,  the  Nader 
organizations,  the  Na¬ 
tional  Resources 
Defense  Council,  Inc., 
etc.). 


3.  Legislative  and  execu¬ 
tive  branches  of  Fed¬ 
eral,  State  and  local 
governments  and 
their  commissions  and 
regulatory  agencies. 


Exhibit  II 


THEIR  NEEDS  * 


Major  objectives 

•  Examining  the  utility  of 
present  economic  theories 
with  respect  to  such  mat¬ 
ters  as  resource  allocation, 
pricing,  growth,  income, 
and  employment  and  de¬ 
termining  their  implica¬ 
tions  for  governmental 
economic  and  regulatory 
policy. 

•  Examining  the  utility  of 
present  sociological,  psy¬ 
chological,  and  political 
theories  about  the  be¬ 
havior  and  impact  of 
business  on  society  as  a 
whole  and  on  specific 
social  groups. 

•  Developing  better  theo¬ 
ries  by  which  to  explain 
and  guide  society,  busi¬ 
ness,  and  other  groups  in 
their  relationships. 

•  Informing  and  influenc¬ 
ing  public  opinion  and 
corporate  action,  influenc¬ 
ing  legislation  and  regula¬ 
tion,  laying  the  basis  for 
court  actions. 

•  Examining  whether  a 
social  concern  has  the 
degree  of  importance  at¬ 
tached  to  it  by  society. 

•  Framing  or  revising  laws. 

•  Making  and  interpreting 
detailed  rules. 

•  Setting  standards  in 
specific  terms. 

•  Executing  government 
programs. 

•  Monitoring  and  regulat¬ 
ing  the  private  sector. 

•  Adjudicating  disputes. 


Nature  of  useful  information 

•  Information  about  large- 
scale  causes  and  effects; 
therefore,  information  about 
the  country  as  a  whole  or 
major  segments  of  it.  The 
social  equivalent  of  Gross 
National  Product  and  of 
matrix-type  input-output 
models  would  be  close  to 
ideal,  although  they  would  be 
difficult  or  even  impossible 
to  implement  on  a  large 
scale. 

•  Information  about  a  specific 
company  or  community 
would  be  less  helpful,  except 
for  use  as  part  of  a  sample 
from  which  generalizations 
were  drawn. 


•  General  and  specific  infor¬ 
mation  about  an  industry’s  or 
a  company’s  performance  in 
specific  areas  (e.g.,  employ¬ 
ment,  pollution,  credit,  and 
product  safety)  with  respect 
to  ongoing  operations  and, 
at  times,  major  contemplated 
projects. 


•  Information  which  covers 
entire  ranges  from  (a)  infor¬ 
mation  about  society  as  a 
whole,  problems  in  specific 
areas  affecting  and  technol¬ 
ogy  available  for  different 
levels  of  performance  to  (b) 
very  specific  information 
about  specific  aspects  of  the 
operation  of  those  companies 
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Exhibit  II  continued 


Principal  users 

4.  Participants  or  pros¬ 
pective  participants 
(e.g.,  present  or  pros¬ 
pective  employees, 
suppliers,  and 
customers). 

5.  The  immediate  neigh¬ 
borhood  and  the 
broader  communities 
(extending  to  the 
Nation  and  the 
world). 


6.  Investors/ owners. 


7.  Corporate 
management. 


Major  objectives 

•  Considering  a  company’s 
social  performance  in 
deciding  whether  to  enter 
into  or  maintain  an  eco¬ 
nomic  relationship. 


•  Establishing  and  main¬ 
taining  a  satisfactory  rela¬ 
tionship  (perhaps,  an  ap¬ 
propriate  balance  of  good 
and  bad  impacts)  between 
the  company  and  those 
affected  by  its  impacts. 


•  Assisting  in  deciding 
whether  the  overall  eco¬ 
nomic  and  social  per¬ 
formance  of  a  company 
justifies  their  providing 
capital  for  its  operations 


•  Being  aware  of,  and  pre¬ 
pared  for,  present  or 
potential  reactions  of  the 
other  principal  users. 

•  Meeting  governmental 
and  other  legally  enforce¬ 
able  requirements. 

•  Establishing  and  achiev¬ 
ing  management’s  own  set 
of  corporate  objectives. 

•  Monitoring  and  rewarding 
social  performance 
through  the  company’s 
own  promotion,  discipli¬ 
nary,  and  compensation 
systems. 


Nature  of  useful  information 

•  An  indication  of  company’s 
overall  social  performance. 

•  Social  performance  in  area 
of  greatest  economic  interest 
(e.g.,  employment). 


•  A  fairly  comprehensive  pro¬ 
file  of  significant  impacts  on 
communities  most  affected, 
with  a  substantial  amount  of 
information  about  problem 
impacts. 

•  Increasingly  general  infor¬ 
mation  as  communities  be¬ 
come  larger  or  more  remote 
and  impacts  of  individual 
companies  become  propor¬ 
tionately  smaller. 

•  Primarily,  the  overall  profile 
of  social  performance. 

•  At  times,  specific  informa¬ 
tion  about  specific  areas  con¬ 
sidered  of  particular  impor¬ 
tance  by  the  individual  or 
organizational  investor. 

•  Company-oriented  informa¬ 
tion — as  general  or  specific 
in  nature  as  is  required. 

•  A  considerable  amount  of 
information  about  industry 
problems  of  major  impor¬ 
tance  and  of  the  performance 
of  competitors. 

•  More  general  knowledge 
about  the  performance  of 
business  in  general. 


*Taken  from  The  Measurement  of  Corporate  Social  Performance,  American  Institute  of 
Certified  Public  Accountants,  Inc.,  New  York,  1977. 
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to  outsiders,  to  the  community  at  large,  and  to  professionals  familiar 
with  the  community.  He  would  not  pick  every  characteristic,  for  he 
would  not  have  information  about  all,  and  he  would  realize  that  the 
outsider  has  limited  interests. 

Secondly,  he  would  provide  limited  amounts  of  information  about 
the  characteristics  selected — about  schools,  crime,  garbage  collection, 
neighborliness,  health  facilities,  cultural  opportunities,  income  levels, 
religious  attitudes  and  physical  beauty.  Limitations  would  be  imposed 
to  take  into  account  the  extent  and  accuracy  of  his  knowledge  and  to 
avoid  overwhelming  the  outsider.  He  would  use  whatever  form  of 
description  was  more  appropriate  in  each  instance — dollars,  physical 
quantities  or  words. 

We  would  try  to  make  some  comparisons  or  evaluations — for  ex¬ 
ample,  “we  have  good  schools,”  “it’s  the  best  town  in  the  area,”  or 
“it’s  better  than  it  used  to  be,”  or  “we’re  really  working  on  this 
problem.” 

The  community  profile  could  have  a  number  of  flaws.  The  infor¬ 
mation  might  be  out  of  date  or  incomplete  or  just  plain  erroneous.  It 
might  overemphasize  the  good  and  pass  quickly  over  the  less  favorable. 
Moreover,  even  if  the  information  itself  were  of  an  acceptable  quality, 
the  perceptions  and  values  of  those  preparing  the  profile  and  those 
reading  it  might  differ. 

But  whatever  its  limitations,  it  would  be  valuable.  How  else  could 
one  hope  to  communicate  information  not  only  about  the  community 
but  about  many  other  significant  aspects  of  life  where  a  “net  income” 
or  net  position  is  not  feasible?  In  addition  to  providing  information  to 
the  interested  observer,  the  profile,  or  an  adaptation  of  it,  could  be 
used  to  assess  community  problems  at  a  specific  date  and  to  report 
changes  that  have  occurred  or  efforts  that  are  being  made  to  bring 
them  about.  Also,  it  could  be  directed  toward  the  community  as  a 
whole  or  focused  on  some  important  aspect  of  community  life. 

A  corporate  social  profile  would  have  similar  characteristics  and 
similar  benefits.  A  person  preparing  a  corporate  social  profile  would: 


•  Select  those  significant  characteristics  (actions  and  impacts) 
that  would  form  the  key  elements  of  the  profile; 


CORPORATE 
SOCIAL  REPORTING: 

PAST,  PRESENT  AND  FUTURE 


99 


•  Develop  and  present  salient  information  about  the  current 
status  or  recent  or  intended  changes  in  these  characteristics; 

•  Compare  or  evaluate  performance  or  include  information  that 
would  enable  the  reader  to  do  so. 

In  both  the  United  States  and  in  Europe  people  inside  and  outside 
of  corporations  have  attempted  to  develop  corporate  social  profiles. 
Whatever  their  differences,  most  efforts  have  involved  the  three  steps 
outlined  above. 

Selection  of  Items 

The  first,  and  in  many  ways,  the  key  to  an  appropriate  profile  is 
the  decision  as  to  what  is  to  be  reported.  The  selection  of  the  elements 
or  components  of  the  profile  involves  the  identification  of  areas  of 
significant  social  concern,  the  key  aspects  or  attributes  of  those  areas 
and,  perhaps,  the  specific  measures  that  will  be  used  to  describe  the 
attributes  selected.  There  are  many  evidences  of  what  these  areas  and 
attributes  are  and  considerable  agreement  about  them,  even  when  the 
self-interests  of  the  different  groups  that  have  identified  them  may  be 
quite  different.  There  likewise  is  substantial  agreement  that,  since  not 
all  of  the  areas  of  significant  social  concern  fall  primarily  in  the  do¬ 
main  of  business,  a  further  refinement  can  be  made  in  which  the  areas 
of  significant  social  concern  relating  to  the  activities  of  business  can 
be  established. 

One  effort  to  define  the  elements  of  a  profile  in  which  the  author 
participated  was  conducted  under  the  auspices  of  the  American  Insti¬ 
tute  of  Certified  Public  Accountants.  It  involved  an  investigation  into 
the  possibility  of  developing  improved  methods  to  determine  the  input 
of  business  actions  on  areas  of  social  concern.  The  results  were  pub¬ 
lished  by  the  AICPA  in  1977  in  a  book  entitled  The  Measurement  of 
Corporate  Social  Performance. 

Social  Performance 

We  found  that  potentially  a  very  large  number  of  corporate  activi¬ 
ties  could  be  included  in  a  company’s  social  profile.  The  first  problem. 
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therefore,  was  to  drastically  limit  them,  selecting  the  most  important. 
We  used  evidence  of  substantial  interest  by  society  as  the  principal 
criterion.  We  identified  a  number  of  items  as  being  “of  significant 
social  concern,”  placed  them  in  logical  groups,  and  suggested  that  the 
resulting  lists  might  serve  as  a  useful  starting  point — to  be  appropriate¬ 
ly  modified  to  reflect  their  importance  in  the  particular  industry  or 
company.  We  ended  up  with  six  major  groups,  some  75  attributes,  and 
suggestions  as  to  specific  types  of  information  and  their  sources. 

The  six  major  groups  that  we  identified  were:  (1)  the  environ¬ 
ment;  (2)  nonrenewable  resources  and  renewable  resources  in  short 
supply;  (3)  human  resources,  including  employees  and  their  immedi¬ 
ate  families;  (4)  suppliers  of  purchased  goods  and  services;  (5)  con¬ 
sumers,  consumer  products,  and  marketing  practices;  (6)  the 
community. 

In  each  area,  we  then  developed  a  set  of  subareas  of  substantial 
importance,  chose  specific  attributes,  and,  finally,  suggested  specific 
information  that  might  be  important.  For  example,  the  subareas 
chosen  for  human  resources  were:  employment  income,  security  and 
stability;  the  physical  work  environment;  the  psychological  work  en¬ 
vironment  and  work  satisfaction;  opportunity  and  equity. 

The  specific  attributes  of  the  last  item,  in  turn,  were:  the  distribu¬ 
tion  of  employment  and  employment  opportunities  among  minorities, 
women,  the  handicapped,  and  other  special  groups;  the  facilitation  of 
employment  by  improved  transportation,  daycare  centers  and  other 
actions;  upward  mobility;  the  creation  of  more  and  better  jobs.  Finally, 
the  specific  information  selected  for  one  of  the  attributes — upward 
mobility — became:  actions  to  increase  the  promotability  of  employees, 
both  directly  on  the  job  and  by  means  of  training  opportunities;  per¬ 
sonality  and  health  improvements;  results  achieved. 

We  recognized  that  since  not  all  businesses  are  alike,  the  import¬ 
ance  of  individual  elements  should  be  expected  to  vary  considerably. 
Consequently,  although  specific  items  might  be  of  significant  concern 
to  society,  their  significance  in  terms  of  a  particular  company’s  activi¬ 
ties  might  be  minimal  in  some  instances. 

A  list  of  the  type  compiled  by  the  AICPA  might  serve  two  im¬ 
portant  purposes.  First,  it  could  provide  guidance  concerning  the 
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public’s  interests.  Secondly,  it  could  establish  a  basis  for  companies  that 
fail  to  report  on  profiled  items  to  state  that  items  have  been  omitted 
because  they  are  not  significantly  related  to  their  business  (rather  than 
to  avoid  the  disclosure  of  unfavorable  information).  Both  objectives 
would  be  enhanced  considerably  if  the  elements  of  the  profile  were 
accorded  authoritative  status.  Such  status  might  result  from  endorse¬ 
ment  by  an  agency  of  government,  endorsement  and  acceptance  by 
leading  business  organizations,  and,  ideally,  acceptance  and  endorse¬ 
ment  by  leading  professional,  user  and  interest  groups. 

Measurement 

The  second  key  element  of  the  profile  is  the  development  of  the 
information  to  be  reported.  Measurers  constantly  find  that  tradeoffs 
are  required  in  which  indirect  and  sometimes  imprecise  measures  are 
accepted  in  the  interest  of  feasibility  and  cost.  At  first,  the  temptation 
is  to  think  that  the  compromises  too  greatly  reduce  the  value  to  jusify 
the  end  result.  But  in  the  real  world  similar  tradeoffs  are  made  as  a 
matter  of  course,  and  the  information  developed,  although  far  from 
perfect,  is  very  useful. 

As  noted  previously,  one  difficulty  is  that  the  item  measured  is 
often  the  change  in  the  level  of  noise,  or  in  the  quantity  of  emissions, 
or  in  jobs  held  by  minorities  rather  than  the  social  impacts  of  these 
changes.  In  addition,  measures  are  frequently  limited  (although,  at 
times  unnecessarily)  to  efforts  (or  inputs)  rather  than  the  effects  that 
they  make  on  even  the  types  of  items  mentioned  in  the  preceding  sen¬ 
tence.  And,  finally,  it  must  be  conceded  that  some  desirable  measures 
are  inherently  difficult,  that  often  the  result  can  only  be  described  in 
qualitative  terms,  and  that  various  surrogates  or  indirect  measures  af¬ 
fect  the  quality  of  the  results. 

Ultimately,  it  must  be  decided  whether  the  information  that  is 
produced  results  in  a  reasonable  profile  for  a  general  audience.  While 
few,  if  any,  attempts  have  been  made  to  research  this  question,  a  logi¬ 
cal  consideration  of  what  can  currently  be  produced  would  seem  not 
only  to  indicate  an  affirmative  answer  for  the  present,  but  the  possibili¬ 
ty  of  considerable  future  progress. 
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Presentation 

The  last  of  the  key  elements  that  will  be  discussed  in  this  paper  is 
presentation.  Much  could  be  said  about  format,  style,  graphics  and 
candor;  the  more  interesting  and  complex  matter  is  the  use  of  com¬ 
parisons  to  provide  a  base  of  reference  and  understanding.  The  most 
frequently  employed  are  intrafirm  comparisons  of  present  performance 
against  past  performance  or  stated  objectives.  Another  method  is  to 
compare  performance  with  specific  governmental  standards,  or  in  some 
instances,  to  simply  state  what  the  standard  is  and  indicate  the  degree 
of  compliance  achieved.  A  third  approach  is  to  compare  performance 
with  that  of  other  companies  in  the  same  industry,  with  industrywide 
averages,  or  with  other  companies  in  the  same  geographical  area. 

Summary 

These  then,  are  the  elements  of  social  reporting:  the  selection, 
measurement,  and  presentation  of  information  about  corporate  actions 
and  their  impacts  on  society  and  those  social  conditions  significantly 
affecting  the  quality  of  life.  The  result  is  imperfect,  but  represents  a 
useful  beginning.  Like  all  compromises,  it  has  its  advantages  and  dis¬ 
advantages.  The  disadvantages,  though  considerable,  are  not  disabling. 
The  advantages  of  the  corporate  social  profile  are: 

1.  The  profile  makes  it  unnecessary  to  measure  everything, 
either  immediately  or  eventually. 

2.  Its  use  does  not  depend  upon  the  development  of  a  single, 
comprehensive,  integrated  measurement  system. 

3.  It  permits  the  use  of  units  of  measurement  or  descriptions 
that  are  directly  relevant  to  the  areas  being  measured. 

4.  It  allows  improvements  to  be  made  in  individual  areas  as 
needed. 

5.  It  provides  reasonable  assurance  that  achievements  represent 
solid  progress  toward  long-range  goals. 

6.  It  provides  information  that  will  help  management  to  answer 
inquiries  from  outsiders  and  to  deal  with  practical  problems 
as  they  occur. 
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IMPROVING  EXISTING  REPORTING 

The  quality  and  value  of  individual  corporate  social  reports  can 
be  judged  in  terms  of  how  well  they  meet  certain  criteria.  The  over¬ 
riding  criterion  is,  of  course,  utility — usefulness  to  the  intended  audi¬ 
ence.  The  degree  of  utility,  in  turn,  is  most  likely  to  depend  on  the 
following: 

1.  Relevance  to  important  areas  of  social  concern  where  the 
company  has  a  significant  impact; 

2.  An  appropriate  balance  between  comprehensiveness  and 
selectivity  that  will  reduce  the  information  provided  to  man¬ 
ageable  proportions,  yet  provide  a  fair  and  accurate  profile 
of  corporate  performance; 

3.  Objectivity  and  candor — the  selection  of  important  infor¬ 
mation,  whether  or  not  it  portrays  the  company  in  a  fav¬ 
orable  light;  the  use  of  neutral  language  and  a  neutral 
method  of  presentation  rather  than  a  self-serving  approach; 

4.  Presentation  of  the  information  (quantitative  data  or  care¬ 
fully  expressed  qualitative  information)  in  understandable 
form;  the  comparison  of  company  data  to  some  appropriate 
bases  or  standards  of  either  a  relative  or  absolute  character 
that  will  help  to  give  the  information  meaning;  a  minimum 
of  unstated  values  and  assumptions; 

5.  A  reasonable  attempt  to  describe  impacts  in  terms  of  their 
effects  on  social  conditions  (rather  than  quality  of  life  char¬ 
acteristics)  and  to  provide  information  about  the  actions  or 
activities  that  created  the  impacts; 

fi.  Some  expression  of  corporate  credo  and  management  phi¬ 
losophy  and  a  description  of  corporate  organization  and 
procedures  for  dealing  with  social  concerns; 

7.  An  indication  of  the  major  objectives  and  issues  facing  the 
company,  together  with  a  description  of  the  company’s 
planned  and  actual  responses; 

8.  Reasonable  consistency  in  presenting  information  in  reports 
issued  over  a  period  of  years; 

9.  A  reasonable  tradeoff  among  cost,  timeliness,  accuracy,  veri¬ 
fiability  and  the  criteria  listed  above. 
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Current  Reporting 

Most  large  companies  provide  some  social  performance  informa¬ 
tion  to  the  general  public  in  annual  reports  or  other  publications. 
Clearly,  the  amount  of  reporting  is  greater,  more  carefully  presented, 
more  quantitative,  and  in  other  respects  substantially  improved  over 
20  years  ago.  Yet,  relatively  few  of  the  corporate  social  reports 
issued  today  would  rate  very  high  in  terms  of  the  criteria  set  forth 
above.  As  the  comments  of  other  authors  in  this  publication  and  the 
Ernst  and  Ernst  annual  surveys  of  social  responsibility  disclosures  indi¬ 
cate,  U.S.  companies,  with  rare  exceptions,  provide  only  a  modest 
amount  of  information  to  the  general  public.  Certainly,  they  fall  far 
short  of  what  many  European  companies  are  providing  or  planning  to 
provide. 

By  and  large,  information  reported  by  U.S.  companies  is  positive 
in  nature,  stressing  those  things  a  company  feels  will  place  it  in  a 
favorable  light  and  avoiding  matters  of  a  negative  nature,  except  when 
they  are  accompanied  by  a  description  of  positive  corrective  actions. 
There  is  an  emphasis  on  programs  rather  than  status,  presumably  also 
for  this  reason.  With  a  few  notable  exceptions,  the  reported  material 
is  brief — often  measured  in  terms  of  a  few  pages,  comprising  5  percent 
or  less  of  the  published  annual  report. 

Availability  of  Information 

In  most  well-managed  companies,  a  great  deal  of  social  informa¬ 
tion  is  already  available.  Sometimes  it  exists  because  of  longstanding 
interest  in  socially  desirable  objectives.  Sometimes  it  results  from  gov¬ 
ernment  regulations  and  reporting  requirements,  or  the  actions  of  pub¬ 
lic  interest  groups  and  others.  But,  often  it  consists  of  normal  operating 
data — accumulated  by  well-defined  accounting  and  statistical  pro¬ 
cedures  to  serve  the  traditional  purposes  of  the  company — that  can  be 
used,  directly  or  with  modification,  for  the  purposes  of  social  reporting. 
One  need  look  only  at  the  amounts  of  information  routinely  collected 
for  years  by  well-managed  personnel  departments  to  appreciate  how 
much  information  is  available  already. 
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This  will  not  provide  all  of  the  information  required.  Some  of  the 
gaps  that  do  exist  can  be  filled  by  extending  present  accounting  and 
statistical  techniques  along  familiar  lines.  Much  of  the  remaining  ma¬ 
terial — particularly  that  relating  to  the  perceptions  of  employees,  cus¬ 
tomers  and  the  community — can  be  derived  from  careful  sampling, 
careful  questioning,  technical  studies,  expert  opinions  and  similar  ap¬ 
proaches.  Some  of  these  technologies  are  untried  and  pioneering,  but 
most  are  proven,  although  improvable,  techniques  that  have  previously 
been  applied  to  different  subjects  and  classes  of  people.  For  example, 
psychological  studies  of  employee  attitudes  and  reactions  can  be 
adapted  to  cover  additional,  more  clearly  social,  characteristics  of  the 
work  environment.  Techniques  found  valuable  in  market  research  and 
opinion  surveys  can  be  used  to  discover  the  attitudes,  perceptions  and 
feelings  of  employees  and  their  families,  customers,  the  immediate 
neighborhood  and  the  general  public.  Judgments  of  experts  can  be 
used  to  evaluate  and  describe  the  suitability  of  procedures  for  the 
recruiting,  testing,  orientation  and  training  of  the  disadvantaged,  or,  in 
other  areas,  such  as  the  design  of  a  company’s  buildings  or  the  impact 
of  a  major  relocation.  Instrumentation,  physical  simulation,  laboratory 
testing,  actual  observation  and  scientific  study  may  be  used  to  help 
determine  the  environmental  effects  of  business  activities. 

Managerial  Attitudes 

Notwithstanding  their  imperfections,  there  is  a  considerable  array 
of  useful  reporting  methodologies  and  techniques.  And,  clearly,  a 
much  greater  amount  of  useful  corporate  social  information  could  be 
made  available  to  the  public  than  is  being  disclosed. 

Why  have  corporate  managers — many  of  whom  publicly  support 
the  concept  of  corporate  responsibility — so  often  been  reluctant  to 
publish  this  information?  Undoubtedly,  different  executives  would  give 
different  reasons.  But  in  many  instances,  one  or  more  of  the  following 
reasons  probably  would  be  cited: 

1.  “We  are  not  sure  that  we  can  describe  the  social  behavior 
of  this  company  in  terms  that  the  public  would  consider  fair 
and  clear  or  that  we  would  want  to  try  to  do  so  without 
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considerably  greater  guidance  as  to  what  is  acceptable  re¬ 
porting.  Therefore,  we  confine  our  comments  to  a  few  impor¬ 
tant  areas.  It  is  safer  and  less  expensive.” 

2.  “Governmental  rules  and  regulations  now  cover  a  large  num¬ 
ber  of  areas  that  we  originally  thought  would  be  covered 
by  ‘corporate  responsibility’.  Isn’t  a  report  to  the  govern¬ 
ment  enough?  Isn’t  it  a  report  to  the  public?” 

3.  “We  fully  support  the  idea  of  reasonable  corporate  respon¬ 
sibility.  We  know  we  have  areas — some  sensitive — where  we 
are  trying  to  improve  our  performance.  We  think  we  will 
make  greater  progress  if  we  keep  our  efforts  private  than  if 
outsiders  become  involved  as  the  result  of  providing  infor¬ 
mation  to  the  public.  In  fact,  if  we  were  to  invite  public 
involvement,  we  might  find  all  kinds  of  unwanted  problems 
on  our  hands.” 

Other  reasons  could  be  suggested  but  they  would  probably  be  some 
combination  of  the  technical,  financial,  public  relations,  legal  and 
managerial  factors  discussed  above.  Some  of  them  clearly  reflect  the 
slowly  developing  state  of  the  art  of  social  measurement.  Some  reflect 
a  lack  of  experience — especially  of  carefully  researched  experience — 
as  to  what  actually  occurs  when  attempts  are  made  to  provide  informa¬ 
tive  social  reports  to  the  general  public.  And  some,  undoubtedly,  re¬ 
flect  concern  as  to  the  effects  of  public  reporting  on  management’s 
ability  to  achieve  corporate  objectives. 

Each  of  the  concerns  is  quite  understandable.  And  that  substan¬ 
tially  different  conclusions  as  to  their  importance  could  be  and  have 
been  reached  by  different  corporate  executives  is  also  not  surprising. 
They  reflect  different  judgments  based  on  different  individual  and  cor¬ 
porate  perspectives  as  to  the  needs  of  specific  situations  and  the  future 
relations  between  business  and  society.  Of  particular  significance  is  the 
fact  that  initial  attitudes  can  differ,  that  they  can  change  at  different 
rates  of  speed  in  different  areas  and  companies,  and  that  all  executives 
need  not  change  simultaneously  for  progress  to  occur. 

As  a  consequence,  one  can  conclude  that  the  attitudes  of  mana¬ 
gers  on  the  subject  of  social  reporting  are  not  inflexible  and  that  they 
contain  the  same  potential  for  change  as  do  the  techniques  for  measur¬ 
ing  and  reporting  on  activities  of  social  concern. 
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Prospects  for  the  Future 

A  significant  number  of  well-managed  companies  can  be  expected 
to  continue  to  improve  the  quality  of  the  social  information  provided 
for  internal  use.  Given  the  broadened  expectations  of  business  and  the 
more  complex  environment  in  which  it  must  operate  today,  corporate 
executives  will  continue  to  need  better  information  systems  to  predict 
and  identify  social  issues  that  impact  their  companies;  to  manage  cor¬ 
porate  responses;  to  analyze  a  broad  range  of  options  before  making 
decisions;  and  to  respond  to  a  variety  of  external  requests  for 
information. 

This  will  also  affect  external  social  reporting,  as  the  increased 
familiarity  with  and  reliance  on  social  information  for  internal  man¬ 
agement  purposes  psychologically  condition  corporate  executives  to 
release  more  social  information  to  the  public. 

In  other  respects,  the  path  of  development  of  social  reporting  is 
less  clear. 

There  seems  to  be  a  sufficient  number  of  important,  interested 
executives,  professionals  and  academicians  to  sustain  a  steady,  incre¬ 
mental  rate  of  progress  in  the  quality  of  social  reporting.  Their  role 
will  continue  to  be  important.  Much  of  the  progress  made  to  date  has 
resulted  from  the  ideas  and  activities  of  leading  companies  and  indi¬ 
viduals.  Most  of  these  individuals  and  companies  remain  active,  and 
others  have  joined  them.  Most  have  the  ability,  and  perhaps  a  general¬ 
ly  increasing  willingness,  to  develop  reports  that  meet  the  criteria  out¬ 
lined  in  this  paper. 

This  leadership  group — and  others — are  likely  to  be  influenced  by 
recent  developments  in  Western  Europe.  European  firms  are  more 
active  with  respect  to  social  reporting  than  their  American  counter¬ 
parts,  and  in  a  few  respects,  they  are  more  technically  advanced. 
Among  the  notable  steps  taken  in  Europe  are:  (1)  better  definition, 
achieved  either  voluntarily  or  by  government  action,  of  the  elements 
and  measures  that  are  to  comprise  company  profiles;  (2)  greater  stan¬ 
dardization  of  reporting  measures  and  formats;  (3)  a  substantial  in¬ 
crease  in  the  number  of  companies  reporting,  in  some  cases  voluntarily, 
and  in  others,  in  response  to  legal  requirements.  Undoubtedly,  the 
experience  gained  by  European  companies  will  lead  to  further  im- 
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provements  in  social  reporting  in  Europe,  generating  new  models  and 
procedures  from  diverse  political  and  economic  cultures  that  may  help 
to  answer  some  of  the  unresolved  questions  concerning  the  effects  of 
social  reporting. 

The  corporate  community  in  the  United  States  has  several  op¬ 
tions  available  with  respect  to  the  future  development  of  social  report¬ 
ing.  One  is  to  leave  developments  in  the  hands  of  outsiders.  The  selec¬ 
tion  of  such  a  passive  option  would  shift  the  locus  of  decisionmaking 
from  the  corporate  community  to  the  political  arena,  with  the  ulti¬ 
mate  results  being  highly  unpredictable. 

A  second  option  is  to  restrict  reporting  to  those  areas  in  which 
companies  are  making  special  efforts  to  improve  past  performance.  A 
limited  effort  of  this  sort  may  satisfy  some  segments  of  the  corporate 
audience,  but  it  is  unlikely  to  satisfy  the  full  range  of  constituencies  to 
which  corporations  are  today  accountable. 

A  third  option,  and  in  the  author’s  view  the  preferable  choice,  is 
for  the  corporate  community  to  take  a  more  positive,  reasoned  stand 
on  the  role  of  corporate  social  reporting.  The  corporate  community 
has  expressed  itself  frequently  on  the  matter  of  corporate  social  re¬ 
sponsibility,  and,  although  its  definitions  of  the  term  may  vary,  it  is 
clear  that  the  corporate  community  does  acknowledge  a  broader  set  of 
obligations  to  society  today  than  in  the  past.  Chief  executive  officers 
have  made  a  number  of  articulate  statements  on  the  nature  of  their 
social  responsibilities  and  on  the  subject  of  public  accountability.  How¬ 
ever,  only  a  handful  of  companies  have  been  willing  to  follow  up  on 
their  rhetoric  with  meaningful  social  reporting. 

Attempts  to  improve  the  quality  of  reporting  are  unlikely  to  pro¬ 
duce  consensus  within  the  business  community.  But  efforts  by  a  group 
of  companies  committed  to  the  development  of  meaningful  reporting 
as  part  of  a  program  of  public  accountability  could  yield  significant 
benefits.  The  experience  of  a  number  of  European  companies  that  have 
engaged  in  such  cooperative  ventures  indicates  that  group  efforts  pro¬ 
duce  better  results  than  those  undertaken  individually.  The  results  of 
similar  efforts  in  this  country  are  also  more  likely  to  be  accepted  as 
authoritative  than  the  results  of  individual  company  activities. 

The  most  important  limiting  factor  with  corporate  social  report¬ 
ing  today  is  not  technical  but  managerial.  This  was  not  always  the  case. 
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So  long  as  the  goal  was  to  develop  social  reports  that  closely  paralleled 
financial  reports  in  quality  and  accuracy,  the  technical  problems  were 
overwhelming.  The  general  acceptance  of  the  notion  of  the  social  pro¬ 
file  has  considerably  reduced  the  technical  problems — although  they 
still  remain  numerous  and  difficult — and  the  urgency  with  which  they 
must  be  solved.  Perhaps  the  greatest  change  is  that  the  profile  does  not 
require  the  solution  of  all  problems — or  even  all  major  problems — 
before  the  system  can  begin  to  operate  effectively.  This  means  that 
progress  can  be  made  gradually  and  that  partial  solutions  can  be  used 
until  more  complete  ones  can  be  developed.  With  understanding  and 
support  from  senior  management  for  the  important  part  that  social  re¬ 
porting  plays  in  public  accountability,  it  seems  reasonable  to  expect 
significant  progress  in  devising  acceptable  solutions  to  the  technical 
problems  that  do  exist. 

It  is  unlikely  that  either  existing  technical  problems  or  more  basic 
problems  of  acceptance  will  be  resolved  in  the  immediate  future. 
Progress  will  continue  to  be  incremental,  with  the  size  of  the  incre¬ 
ments  determined  to  a  significant  degree  by  the  interests  and  the  activi¬ 
ties  of  the  corporate  community  and  external  audiences  interested  in 
the  improvement  of  social  reporting.  ■ 
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5  The  business  corporation  is  a  social  institution, 
and  like  all  social  institutions  it  must  serve  the 
needs  of  the  society  of  which  it  is  a  part  if  it  is  to  enjoy 
continued  public  support.  Traditionally,  the  role  of 
the  corporation  in  our  society  has  been  to  produce 
goods  and  services,  to  provide  jobs,  and  to  produce 
wealth  which  may  be  reinvested  in  the  business,  paid 
to  government  in  the  form  of  taxes,  or  returned  to  investors  as  profits. 
By  almost  any  measure,  business  has  performed  this  task  well  over  the 
years. 

Performance  of  its  economic  mission  remains  the  primary  social 
function  of  business.  But  in  part  because  business  has  been  so  success¬ 
ful  as  an  economic  institution,  our  more  affluent  society  has  come  to 
expect  more  of  the  corporation,  especially  the  large,  publicly  held  cor¬ 
poration.  In  addition  to  its  basic  economic  function,  the  society  now 
expects  the  business  corporation  to  assume  responsibility  for  the  social 
consequences  of  its  day-to-day  business  activities  on  employees,  con¬ 
sumers,  customers  and  suppliers,  the  local  community  and  the  physical 
environment.  At  one  time,  these  expectations  were  manifest  largely  in 
the  form  of  public  opinion  and  pressures  exerted  by  special  interest 
groups.  Today,  many  are  also  written  into  law. 

A  third  area  of  public  expectation  involves  corporate  contribu¬ 
tions  to  the  solution  of  major  social  problems.  The  public  expects 
business  corporations  to  contribute  money,  time  and  talent  to  the  solu¬ 
tion  of  community  and  other  social  problems.  Although  the  public  does 
not  hold  business  responsible  for  the  existence  of  poor  housing  or  in¬ 
adequate  schools,  it  does  expect  business  to  lend  a  hand  to  doing  away 
with  them. 

Given  its  size,  economic  power  and  significant  obligations  to  mul¬ 
tiple  constituencies,  some  opinion  leaders  have  come  to  regard  the 
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large  corporation  as  a  quasi-public  institution.  In  a  widely  noted  ad¬ 
dress  in  1978,  Chairman  Harold  M.  Williams  of  the  Securities  and 
Exchange  Commission  said: 


The  fact  of  the  breadth  of  the  corporation’s  constituency  is 
almost  universally  recognized  today,  but  the  consequences  are 
seldom  perceived.  What  I  believe  this  expanded  constituency 
necessarily  means  is  that  the  large  corporation  has  ceased  to  be 
private  property — even  though  theoretically  still  owned  by  its 
shareholders — and  has  become,  in  essence,  a  quasi-public  insti¬ 
tution.  As  a  society,  we  depend  on  private  enterprise  to  serve 
as  the  instrument  through  which  to  accomplish  a  wide  variety 
of  goals — full  employment,  equal  economic  opportunity,  envir¬ 
onmental  protection,  energy  independence,  and  others.  When 
viewed  in  light  of  these  social  implications,  corporations  must 
be  seen  as,  to  a  degree,  more  than  purely  private  institutions, 
and  corporate  profits  as  not  entirely  an  end  in  themselves,  but 
also  as  one  of  the  resources  which  corporations  require  in  order 
to  discharge  their  responsibilities. 


Senior  executives  of  major  corporations  have  been  quick  to  recog¬ 
nize  the  need  for  business  to  respond  to  changing  public  expectations. 
Some  corporations  have  moved  beyond  rhetoric,  responding  sub¬ 
stantively  to  new  obligations  and  changing  expectations.  Leading  com¬ 
panies  have  begun  to  provide  more  information  about  the  social  im¬ 
pacts  of  their  activities  in  annual  reports  and  special  social  reports.  In 
addition,  some  companies  have  begun  to  develop  internal  measurement 
systems  to  assist  in  managing  their  activities  in  areas  of  social  concern. 

This  paper  discusses  the  reasons  why  some  leading  corporations 
have  begun  to  develop  social  measurement  and  reporting  systems,  and 
it  summarizes  the  efforts  of  a  number  of  companies.  It  also  suggests 
how  such  systems  might  be  improved.  Much  of  today’s  social  reporting 
and  social  measurement  is  experimental  and  can  be  expected  to  change 
over  time.  Current  efforts  should  be  viewed  as  first  steps  in  a  lengthy 
journey.  Although  the  emphasis  of  the  paper  is  on  developing  internal 
measurement  systems,  much  of  what  is  discussed  should  be  useful  in 
the  preparation  of  reports  for  external  audiences. 
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THE  NEED  FOR  SOCIAL 
MEASUREMENT  AND  REPORTING 

Although  closely  related,  social  measurement  and  social  reporting 
are  different.  Social  measurement,  in  the  context  of  the  individual  firm, 
involves  an  assessment  of  social  performance,  usually  by  persons  within 
the  firm.  Social  reporting,  in  contrast,  involves  the  communication  of 
information  concerning  performance  to  employees  and  interested 
groups  outside  the  firm.  Both  can  be,  and  sometimes  are,  related  com¬ 
ponents  of  a  corporate  social  performance  review  system. 

Use  by  Management 

Social  measurement  and  reporting  need  to  be  considered  in  the 
context  of  the  new  obligations  and  changing  expectations  referred  to 
earlier.  One  important  result  has  been  that  social  matters  are  increas¬ 
ingly  viewed  by  the  public  and  business  as  being  directly  related  to 
mainstream  business  activities.  In  firms  that  have  this  attitude,  a  social 
measurement  and  review  system  can  serve  a  number  of  important 
needs.  First,  it  enables  a  corporation  to  assess  existing  performance  in 
regard  to  a  host  of  obligations.  Second,  it  enables  a  corporation  to 
measure,  evaluate  and  reward  the  performance  of  managers  who  have 
been  given  responsibility  for  achieving  social  objectives.  Third,  it  pro¬ 
vides  an  informational  base  for  the  integration  of  social  objectives  into 
long-range  business  planning.  Fourth,  it  provides  a  means  to  assess 
future  performance  with  respect  to  high-priority  social  and  political 
issues. 

It  is  worth  emphasizing  that  an  internal  measurement  system  can 
serve  the  needs  of  many  groups  inside  the  company:  top  management, 
which  must  implement  decisions;  staff  personnel,  who  must  provide 
specialized  services;  and  members  of  the  board  of  directors,  who  must 
review  significant  matters  related  to  the  business  of  the  firm. 

External  Uses 

A  social  measurement  and  review  system  can  serve  a  number  of 
important  external  purposes  as  well.  It  can  provide  corporate  spokes- 
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persons  with  better  information  to  answer  inquiries  from  the  press, 
government  and  public  interest  organizations.  It  can  provide  the 
framework  and  the  substance  for  reporting  to  external  audiences  inter¬ 
ested  in  corporate  social  performance.  It  can  improve  a  corporation’s 
ability  to  participate  in  the  public  policy  process.  It  can  also  help 
improve  a  company’s  public  image. 

SOCIAL  MEASUREMENT: 

SOME  RECENT  DEVELOPMENTS 

Whether  or  not  they  engage  in  extensive  social  reporting,  large 
corporations  today  must  anticipate  and  respond  to  a  variety  of  public 
attitudes  and  actions  related  to  the  social  impact  of  corporate  activities. 
A  number  of  companies  have  developed,  or  are  developing,  internal 
measurement  systems  to  help  manage  their  responses  to  social  objec¬ 
tives.  Some  of  these  approaches  are  designed  purely  for  internal  use; 
they  provide,  however,  information  which  could  easily  be  adapted  for 
use  in  annual  reports,  special  reports  and  other  forms  of  communica¬ 
tion  with  external  constituencies.  Some  approaches  are  being  used  in¬ 
ternally  and  externally,  and  in  some  cases  the  development  of  social 
measurement  systems  is  part  of  a  larger  effort  to  integrate  the  manage¬ 
ment  of  social  issues  into  the  mainstream  of  corporate  decisionmaking. 

Each  of  the  four  companies  whose  activities  are  discussed  below — 
Equitable  Life,  “High  Technology  Manufacturing,”  International  Pa¬ 
per  Company,  and  the  First  National  Bank  of  Minneapolis — is  using 
the  internal  measurement  of  social  performance  to  improve  manage¬ 
ment  responses  to  social  issues.  Two  of  the  companies — Equitable  and 
First  Minneapolis — have  published  social  reports  that  incorporate  some 
of  the  results  of  internal  measurement  activities. 

Equitable  Life  Assurance  Society 

The  Equitable  is  currently  working  through  the  third  year  of  its 
Social  Performance  Review  System.  Equitable’s  system  looks  at  the 
company’s  social  performance  from  four  perspectives — Insurer,  In¬ 
vestor,  Employer  and  Citizen — and  breaks  out  more  than  100  measures 
in  those  four  categories.  Some  of  the  measures,  such  as  the  time  re- 
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quired  to  settle  and  pay  claims,  pertain  to  traditional  business  results, 
but  are  of  concern  to  top  management  because  of  heightened  public 
interest.  Other  measures,  such  as  those  involving  investments  made  in 
part  for  social  reasons,  relate  specifically  to  social  issues  which  the 
company  has  identified  and  targeted  for  special  attention  by  its  invest¬ 
ment  managers. 

More  than  300  operating  managers  are  asked  to  develop  annual 
goals  for  those  performance  areas  that  pertain  to  their  operations.  Per¬ 
formance  is  reviewed  by  supervisors,  and  for  the  entire  company  by  a 
staff  unit  (the  corporate  social  responsibility  department),  on  a  quar¬ 
terly  basis.  The  social  responsibility  department  then  prepares  a  social 
performance  review.  This  report  summarizes  the  highlights  of  the 
previous  quarter,  and  outlines  future  directions  for  each  major  per¬ 
formance  category.  Both  senior  management  and  the  social  responsi¬ 
bility  committee  of  the  board  of  directors  review  the  evaluations.  In 
addition,  the  social  responsibility  department  regularly  drafts  position 
papers  on  major  social  issues  facing  the  Equitable  in  each  of  the  four 
major  activity  areas.  These  papers  summarize  the  current  status  of 
major  issues  (for  example,  privacy,  redlining,  South  Africa,  energy, 
sexism  and  discrimination  based  on  age)  and  suggest  strategies  for  the 
company’s  various  operating  units  to  address  each  issue. 

Equitable  expects  that  specific  measures  will  change  as  the  im¬ 
portance  of  the  issues  changes.  More  significant  than  individual  issues, 
though,  is  the  involvement  of  key  operating  managers  in  considering 
social  issues,  setting  goals,  recording  performance,  and  in  having  their 
performance  evaluated.  Involvement  in  this  process  encourages  them 
to  think  about  the  social  impact  of  their  daily  work,  to  focus  on  prior¬ 
ity  social  issues,  and  to  begin  to  integrate  social  performance  with 
financial  performance.  Not  surprisingly,  some  managers  have  resisted 
these  efforts,  but  attention  to  social  performance,  as  defined  by  top 
management  and  its  staff  specialists,  is  becoming  a  part  of  the  com¬ 
pany’s  mainstream  business  activities. 

In  1977,  the  Equitable  reported  to  the  public  on  the  first  year’s 
results  of  the  social  performance  review  system.  The  report,  entitled 
“Coming  Right  with  People,”  begins  with  a  message  from  President 
and  Chief  Executive  Officer  Coy  Eklund. 
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In  recent  years,  it  has  become  clear  that  the  public  expects  us 
to  be  more  explicit  about  what  we  do,  and  to  demonstrate  an 
increasingly  participative  role  in  society.  While  some  may  still 
believe  that  business  should  not  be  bothered  with  social  con¬ 
cerns,  most  of  us  hold  the  opposite  opinion.  Certainly  we  must 
assiduously  live  up  to  the  fiduciary  responsibilities  incumbent 
upon  us  by  virtue  of  the  fact  that  we  are  a  mutual  life  insurance 
company  responsible  for  the  stewardship  of  our  members’  in¬ 
terests  first  and  foremost,  but  within  that  fixed  restraint,  we  have 
a  sure  responsibility  to  participate  in  imaginative  and  reasonable 
ways  in  the  total  community  of  which  we  are  a  part.  We  believe 
the  inescapable  burden  of  business  freedom  is  social  responsi¬ 
bility.  For  us  today,  social  irresponsibility  is  as  unacceptable  as 
financial  irresponsibility. 

The  report  contains  several  noteworthy  features.  It  is  organized 
along  the  same  lines  as  the  internal  measurement  system:  separate  sec¬ 
tions  report  on  the  Equitable’s  activities  as  an  insurer,  an  investor,  an 
employer  and  a  citizen.  The  report  discusses  the  major  social  issues 
facing  the  company  under  each  heading.  It  contains  considerable  data, 
excerpted  directly  from  the  internal  review,  together  with  narrative 
interpretations.  Finally,  the  report  contains  copies  of  nine  internal 
policy  statements  related  to  social  performance.  These  include  state¬ 
ments  of  the  president  on  overall  business  policy,  rights  of  privacy  for 
employees  and  customers,  affirmative  action,  voting  of  stock  proxies, 
and  claims  payment  policy.  The  report  concludes  with  a  note  from  the 
president  of  Equitable,  inviting  policyholders  to  notify  him  personally 
if  they  are  dissatisfied  with  the  firm’s  performance. 


High  Technology  Manufacturing  Inc. 

High  Technology  Manufacturing  is  a  pseudonym  for  a  large  high- 
technology  company.  The  company  has  begun  to  develop  a  social 
measurement  and  reporting  system  for  eventual  use  throughout  the 
company.  As  currently  conceived,  this  system  would  ask  managers 
throughout  the  company  to  develop  goals  and  report  performance  on 
more  than  80  items  in  11  categories  (product  safety,  economic  develop¬ 
ment,  equal  employment,  employee  safety  and  health,  career  develop¬ 
ment  and  job  satisfaction,  environmental  protection,  energy  and  re- 
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sources  conservation,  government  relations,  community  relations,  con¬ 
tributions  and  community  economic  development).  The  reporting 
categories  and  the  items  within  them  were  derived  from  a  matrix 
analysis  that  identifies  categories  of  social  performance  by  major  con¬ 
stituencies,  on  three  different  levels  of  responsibility.  Exhibit  I  presents 
a  simplified  version  of  the  matrix. 

This  system  eventually  will  include  an  internal  reporting  format  that 
contains  quantitative  as  well  as  qualitative  measures  and  will  also  in¬ 
clude  a  narrative  guide  explaining  its  purpose  and  intended  use. 

International  Paper  Company 

International  Paper  Company  has  developed  what  it  calls  a  “Bud¬ 
geted  Non-Financial  Objectives”  system,  or  BNFO.  In  essence,  BNFO 
is  a  system  that  seeks  to  bring  the  discipline  of  management  by  objec¬ 
tives  to  public  issues.  Objectives  are  budgeted  in  the  sense  that  they 
are  an  integral  part  of  the  short-  and  long-term  planning  and  review 
process,  and  non-financial  because  they  need  not,  or  cannot,  be  meas¬ 
ured  in  conventional  financial  terms  but  still  require  attention. 

When  the  BNFO  process  was  introduced  in  1974,  IP’s  top  mana¬ 
gers  analyzed  the  types  of  non-financial  problems  confronting  the  com¬ 
pany,  and  selected  three  areas  for  the  initial  development  of  BNFOs: 
strategic  planning,  equal  employment  opportunity  and  management 
and  professional  development. 

During  1975  and  1976,  the  company  added  three  new  BNFO 
areas:  technology,  government  affairs  and  communications.  Four  gen¬ 
eral  guidelines  apply  to  each  BNFO  area. 

•  The  issues  must  be  relevant  to  both  business  and  society,  or 
at  least  to  those  parts  of  society  affected  by  corporate 
business. 

•  Objectives  must  be  capable  of  measurement,  so  that  finite 
targets  may  be  established  and  individual  performance 
evaluated. 

•  The  BNFO  system  must  be  tied  directly  to  the  reward  system 
by  which  management  is  compensated.  On  the  average,  about 
half  of  the  incentive  compensation  awarded  to  managers  is 
based  on  their  performance  with  respect  to  BNFO  objectives. 
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CATEGORIES  OF  CORPORATE  PERFORMANCE 


Level  of 
Responsibility 

Corporate  Constituents 

Shareholders 

Employees 

1— PERFORMANCE 
AS  AN  ECO¬ 
NOMIC  UNIT 

— Earnings  and 
dividends 

— Stock  price  and  Price/ 
Earnings 

— Return  on  assets 
— Net  worth 
appreciation 
— Market  position  (as 
indicator  of  growth 
potential) 

— Stability  of  employ¬ 
ment  and  labor 
relations 

— Fair  and  competitive 
compensation  and 
benefits 

2— INTERNAL 
POLICIES  AND 
PRACTICES 

— Management 
accountability 
— Ethical  standards  and 
enforcement 

— Equal  employment 
— Job  safety  and  health 
— Career  development 
and  job  satisfaction 
— Privacy  protection 
— Communications 

3— EXTERNAL 
AFFAIRS 

— Communications 
— Reputation 
— Disclosure  of 
operations 

— Volunteer  community 
involvement 

— Matching  gifts 
programs 

— Health  (e.g.,  alco¬ 
holism  counseling), 
social  service 
(e.g.,  day  care),  and 
transportation  (e.g., 
van  pooling) 
programs 

— Affirmative  action 
programs 
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Exhibit  I 


Corporate  Constituents 

Customers/Consumers 

Government 

Communities/Public 

— Product  safety 
— R&D  expenditures 
— Product  quality 
— Product  improvement 

— Fair  share  taxes 

— Job-creating  invest¬ 
ment  (community 
economic  develop¬ 
ment) 

— Social  utility  of 
products 

— Truthful  advertising 
— Customer  follow-up 
— Guarantees 
— Ethical  dealing 
— Privacy  protection  in 
credit  reporting* 

— Fair  competition 
— Adequate  disclosure 
— Compliance  with  laws 
governing  business 
operations 

— Environmental  pro¬ 
tection  (air,  water, 
noise,  land) 

— Energy  and  resource 
conservation 

— Leadership/advocacy 
(e.g.,  fund-raising  and 
energy  conservation) 

— Joint  and  cooperative 
ventures  in  public 
relations,  government 
and  community 
relations 

— Government  relations 
(“good  government” 
program,  political, 
education,  communi¬ 
cations) 

— Community  relations 
(company  sponsored 
programs  and  serv¬ 
ices,  volunteer  in¬ 
volvement,  communi¬ 
cations) 

— Contributions 
— Community  economic 
development  including 
minority  business  en¬ 
terprise  support 

•Chart  was  constructed  for  general  application  to  major  industrial  organizations,  with  the 
exception  of  “privacy  protection  in  credit  reporting”  which  is  of  special  significance  to  high 
technology  companies. 
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•  BNFOs  must  be  consistent  with  the  overall  direction  of  the 
company,  since  by  selecting  each  objective  the  company  is 
actually  defining  and  formalizing  corporate  policy. 

The  actual  process  of  social  goal-setting  operates  in  tandem  with 
normal  financial  goal-setting  as  part  of  the  annual  planning  process. 
Goals  are  reviewed  up  the  management  hierarchy  along  functional  and 
operating  lines.  For  example,  financial  and  non-financial  goals  for 
each  facility  are  reviewed  at  the  division  level,  and  in  turn  at  the  group 
level.  In  all,  managers  from  60  operating  and  staff  units  throughout  the 
company  participate  in  the  process. 

Each  goal  that  is  established  must  be  result-oriented,  consistent 
with  corporate  policy,  amenable  to  concrete  proposals  for  action  and 
capable  of  measurement  and  evaluation.  Objectives  are  weighted  to 
take  account  of  the  degree  of  difficulty  in  meeting  established  targets 
and  the  significance  of  each  objective  to  the  company. 

The  management  of  International  Paper  believes  that  the  BNFO 
system  has  helped  the  company  improve  its  performance  in  a  number 
of  areas,  including  recruitment  of  women  and  minorities  into  manage¬ 
ment  and  professional  positions,  environmental  controls,  energy  con¬ 
servation,  compliance  with  safety  and  health  regulations  and  com¬ 
munications  with  government  and  the  public.* 

First  National  Bank  of  Minneapolis 

At  First  National  Bank  of  Minneapolis,  what  began  in  1971  as  an 
attempt  to  improve  the  effectiveness  of  the  bank’s  charitable  contribu¬ 
tions  program  has  since  grown  into  an  ongoing  effort  to  assess  both  the 
needs  of  the  community  and  the  impact  of  the  bank’s  activities  on  the 
community. 

The  bank  established  an  Urban  Development  Department  in  1971 
and  charged  it  with  developing  a  profile  of  community  needs.  The 
Urban  Development  Department  subsequently  identified  10  quality-of- 
life  components:  job  opportunities,  a  clean  and  healthy  physical  en¬ 
vironment,  adequate  housing,  good  health,  adequate  income  levels, 


♦See  Chapter  6  of  this  report  for  a  full  discussion  of  International 
Paper’s  program  of  managing  social  issues  by  objectives. 
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quality  education,  safety  from  crime,  citizen  participation  in  communi¬ 
ty  affairs,  cultural  activities  and  adequate  transportation.  The  bank 
then  developed  standards  of  evaluation,  or  “social  indicators,”  to  meas¬ 
ure  these  components.  About  30  indicators  were  developed  altogether 
for  the  cities  of  Minneapolis  and  St.  Paul  and  the  surrounding  suburbs. 
The  community  audit  revealed  significant  disparities  in  the  quality  of 
life  between  Minneapolis-St.  Paul  and  the  suburbs,  especially  regarding 
housing.  The  bank  has  published  community  audits  as  supplements  to 
its  1972  and  1976  annual  reports. 

In  1973,  after  completing  its  assessment  of  community  needs,  the 
Urban  Development  Department  began  to  assess  the  impact  of  its  own 
activities  on  the  priority  needs  of  the  community,  as  identified  in  the 
community  audit.  Since  its  inauguration,  the  audit  has  developed  into 
a  management  tool  to  assist  the  bank  in  its  efforts  to  achieve  social  ob¬ 
jectives.  With  the  assistance  of  the  Urban  Development  Department, 
line  managers  develop  objectives  for  a  host  of  activities,  including 
equal  employment,  minority  purchasing,  inner-city  lending,  and  em¬ 
ployee  time  devoted  voluntarily  to  improving  the  quality  of  public 
education.  Bank  managers  make  quarterly  progress  reports  to  the 
Urban  Development  Department,  and  at  the  end  of  the  year,  they 
meet  with  the  senior  vice  president  for  urban  and  legal  affairs  to 
evaluate  performance  and  establish  objectives  for  the  following  year. 
Performance  in  relation  to  social  objectives  is  among  the  factors  con¬ 
sidered  in  salary  reviews,  incentive  compensation  awards  and 
promotions. 

Since  1973,  First  Minneapolis  has  included  the  results  of  its  inter¬ 
nal  audit  (known  as  the  Internal  Social-Environmental  Report)  in  its 
annual  report  to  shareholders.  In  its  1977  report,  the  bank  describes 
the  internal  audit  as  an  attempt  to  respond  to  “the  test  of  public  ac¬ 
countability”  and  “the  public’s  right  to  know  about  allocation  of 
resources  to  residential  mortgages,  energy  consumption,  equal  employ¬ 
ment  opportunities,  charitable  contributions,  housing  rehabilitation, 
and  more.” 

Under  two  major  headings — “Community  Investment  Assets”  and 
“Employee  Investment  Assets” — the  bank  reports  objectives  for  1977, 
performance  for  1977  and  objectives  of  1978  for  18  separate  items.  For 
example,  under  “Community  Investment  Assets,”  the  bank  indicates 
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the  number  and  value  of  residential  mortgage  loans  made  in  the  city  of 
Minneapolis  and  outside  the  city  during  1977,  the  objectives  for  1977 
and  the  objectives  for  1978.  Similarly,  under  the  heading  of  “Employee 
Investment  Assets,”  First  Minneapolis  reports  on  the  percentage  of 
women  and  minorities  who  are  officers  and  managers  of  the  bank  and 
gives  targets  for  both  1977  and  1978. 

Current  Activities:  An  Assessment 

Current  approaches  to  social  measurement  are  only  a  beginning; 
they  can  be,  and  almost  certainly  will  be,  improved.  A  major  weakness 
of  most  efforts  is  that  much  of  the  data  used  to  build  internal  measure¬ 
ment  systems  refers  to  activities  or  inputs,  but  does  not  characterize 
impacts.  In  almost  every  case,  corporate  social  measurement  efforts  to 
date  have  fallen  short  of  the  measurement  of  social  impact,  and  have 
focused  on  social  actions  and  obvious  outputs:  money  spent,  people 
hired,  complaints  resolved,  volunteer  hours  expended,  mortgages  and 
loans  made,  and  similar  items.  Such  actions  and  outcomes  have  social 
impacts  and  do  affect  the  quality  of  life,  but  the  relationships  are  diffi¬ 
cult  to  measure  precisely. 

Most  approaches  to  social  measurement  tend  to  confine  them¬ 
selves  to  simple  inventories  of  categories  and  simple  measures.  In 
effect,  they  tell  the  reviewer,  whether  management  or  external  con¬ 
stituencies,  what  the  company  is  doing,  but  only  to  a  very  limited  ex¬ 
tent  how  well  the  company  is  doing  it.  To  a  somewhat  lesser  extent, 
there  are  problems  concerning  what  should  be  measured.  Most  would 
agree  that  companies  should  measure  activities  that  have  significant 
social  impacts,  but  there  is  no  firm  consensus  on  what  is  significant. 

There  is  much  room  for  the  improvement  of  social  reporting. 
Most  reports  emphasize  achievements,  but  few  acknowledge  or  dis¬ 
cuss  candidly  difficulties  or  problems.  Many  reports  devote  a  dispro¬ 
portionate  amount  of  attention  to  voluntary  or  philanthropic  activities 
tangentially  related  to  the  business  while  failing  to  note  or  to  discuss 
thoroughly  the  social  impact  of  important  business  activities.  Some 
reports  are  unduly  defensive  in  tone;  others  are  excessively  self-con¬ 
gratulatory,  and  because  no  uniform  reporting  format  exists,  it  is 
difficult  to  make  comparisons  of  performance  between  firms  or  even 
for  a  single  firm  over  time. 
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The  American  Institute  of  Certified  Public  Accountants  has  made 
what  is  probably  the  fairest  and  most  accurate  assessment  of  existing 
social  measurement  and  social  reporting  activities.  In  a  comprehensive 
study  published  in  1977  ( The  Measurement  of  Corporate  Social  Per¬ 
formance),  the  AICPA  reported: 

•  Although  there  are  enormous  gaps,  companies  do  have  avail¬ 
able  a  fairly  substantial  amount  of  information  about  busi¬ 
ness  actions  and  the  nature  of  their  social  consequences; 
most  of  it  is  about  impacts  on  what  might  be  called  the 
“social  conditions”  which  substantially  affect  the  lives  of 
individuals. 

•  In  most  areas,  the  available  information  is  incomplete  and 
often  inaccurate;  usually,  companies  do  not  and  cannot  meas¬ 
ure  social  impacts  very  well  nor  trace  them  very  far. 

•  Information  is  most  complete  and  accurate  when  it  is  required 
by  law,  regulation  or  contractual  agreement. 

•  Information  is  most  extensive  in  matters  dealing  with  em¬ 
ployees.  Additional  useful  information  could  be,  and  increas¬ 
ingly  is  being,  developed  about  product  characteristics, 
environmental  impacts,  and  other  areas  of  major  importance, 
particularly  where  government  regulation  is  involved. 

•  Companies  already  use  social  information  to  a  limited  degree 
in  setting  policies,  establishing  practices,  taking  actions,  and 
monitoring  results.  However,  the  extent  to  which  this  is  done 
varies  with  legal  requirements  and  with  managerial  styles  and 
objectives. 

•  An  increasing  number  of  companies  issue  public  reports  on 
social  matters  deemed  to  be  of  public  concern;  these  reports 
can  often  be  faulted  for  emphasizing  favorable  facts,  omitting 
or  glossing  over  the  unfavorable,  or  using  oblique  language, 
but  some  conscientious  and  useful  efforts  are  being  made. 
There  is  often  reasonable  disclosure  of  methods,  although 
there  are  no  common  principles  of  preparation. 

•  Companies  are  not  asking  for  or  receiving  third-party  audit 
reports  on  the  information  provided,  although  something 
approaching  it  is  found  in  certain  reports,  such  as  environ¬ 
mental  impact  statements,  when  independent  experts  are 
employed. 
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The  following  sections  of  this  article  suggest  how  to  go  about 
creating  a  social  measurement  system  and  the  kinds  of  information 
that  might  be  included  in  a  measurement  system. 


DEVELOPING  A  SOCIAL 
MEASUREMENT  SYSTEM 

The  procedures  for  developing  a  social  measurement  system  out¬ 
lined  below  are  meant  to  be  suggestive  and  not  prescriptive.  But 
whether  these  steps  or  others  are  followed,  a  social  measurement  sys¬ 
tem  should  be  designed  with  each  corporation’s  philosophy  and  its  goals 
in  mind.  If  an  explicit  philosophy  and  goals  do  not  exist,  they  should 
be  articulated  in  the  process  of  creating  a  measurement  system. 

The  effectiveness  of  a  social  measurement  system  as  a  manage¬ 
ment  tool  will  be  enhanced  considerably  if  the  system  is  incorporated 
into  the  management  process  that  a  company  uses  to  identify,  analyze 
and  respond  to  public  issues.  Most  large  companies  already  have  such 
an  issue  management  process;  sometimes  it  is  well  defined,  but  usually 
it  is  ad  hoc.  The  integration  of  a  social  measurement  system  into  the 
public  issue  management  process  might  lead  to  the  creation  of  a  social 
performance  planning  process,  illustrated  schematically  in  Exhibit  II. 
The  process  involves  initially  the  identification  of  a  wide  range  of 
public  issues.  Among  the  universe  of  public  issues,  a  select  number  will 
be  judged  as  priority  issues  by  each  company.  Priority  issues  can  in 
turn  be  divided  into  ongoing  issues — previously  identified  issues  to 
which  a  company  has  already  responded  in  some  fashion — and  new 
issues  that  must  be  analyzed  before  a  response  can  be  formulated.  For 
both  ongoing  issues  and  new  issues,  the  social  performance  planning 
process  can  be  used  to  establish  new  goals  or  to  reevaluate  existing 
goals  and  to  develop  responses  intended  to  achieve  stated  goals.  A 
measurement  system  can  be  devised  to  measure  progress  in  achieving 
stated  goals,  and  these  measures  can  be  used  to  evaluate  performance. 
The  results  of  performance  evaluation  can  be  used  to  review  existing 
goals  and  existing  responses. 
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Exhibit  II 

SOCIAL  PERFORMANCE  PLANNING  PROCESS 

ISSUES 


Initial  Inquiry 

The  initial  task  in  the  development  of  a  social  measurement  sys¬ 
tem  is  to  assess  existing  activities.  This  task  involves  inquiring  into  a 
number  of  related  areas. 

1.  Data  collection.  Much  of  the  information  that  would  be  used 
in  a  social  measurement  system  is  already  being  generated  in  most 
large  companies.  The  inquiry  should  attempt  to  identify  the  kinds  of 
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SOCIAL  MEASUREMENT  MATRIX: 
MANUFACTURING  AND  HIGH  TECHNOLOGY 


\  Type  of  Social 
Social  \  Measurement 

Performance  \  and 

Categories  \  Reporting 

Mandated  Social  Performance  or  Reporting 

Economic  Impact 

— Taxes 

— Annual  reports 

— Securities  and  Exchange  Commission 
regulations  and  reports 

Quality  and  Safety 

— Regulations  of  Consumer  Product  Safety  and 
Federal  Trade  Commissions 
— Truth-in-lending  and  other  government 
regulations 

Ecology 
(Environment 
and  Energy) 

Human  Resources 
Management 

— Regulations  of  Department  of  Energy  and 
Environmental  Protection  Agency 
— State  and  local  regulations 
— Regulations  of  Equal  Employment  Opportunity 
Commission  and  Occupational  Safety  and 
Health  Administration 

Community 

Relations 

— Zoning  and  other  land  use  regulations 
— Minority  purchasing  regulations  of  Office  of 
Federal  Contracts  Compliance 

Government 

Relations 

— Political  Action  Committee  regulations 
— Lobbying  regulations 

Investments 
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Exhibit  III 


Optional/Traditional 

Optional/Experimental 

— Voluntary  financial 
disclosure 

— Plant  siting  and  closing  information 
— Unusual  disclosure 
— Job  creation  programs 

— Credit  information 
— Consumer  complaint 
procedures 

— Product  and  service 
information 

— Quality  and  safety  testing  procedures,  results 
— Customer  safety  education 

— Voluntary  pollution 
control 

— Energy  conservation 
— Employee  education 

— Self-audit  disclosures 
— Public  education 
— Resource  recycling 
— Impact  analyses 
— Van-pooling 

— Training  and  education 
— Optional  benefits 
— Special  recruiting 
programs 

— Occupational  disease 
detection 

— Job  redesign 
— Flex-time 
— Personal  counseling 
— Privacy  protection 
— Sensitivity  training 
— Van-pooling 
—Other  unusual  benefits 

— Contributions 
— Volunteerism 
— In-kind  contributions 
— Minority  purchasing 

— Innovative  contributions 
— Volunteer  teams 
— Community  development  projects 
— Funding  of  Minority  Enterprise  Small  Business 
Investment  Corporations 

— Political  contributions 

— Employee  political  seminars  and  councils 
— Support  of  political/social  issues 
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data  being  generated  voluntarily  and  data  produced  to  meet  govern¬ 
mental  reporting  requirements.  Donald  Anderson,  Manager  of  Public 
Relations  Resources  for  Atlantic  Richfield  Company,  has  developed  a 
matrix  that  serves  as  a  useful  investigatory  tool  for  the  inquiry.  Exhibit 
III  is  a  version  of  the  Anderson  matrix  developed  for  a  manufacturing 
firm;  the  matrix  can  be  modified,  as  needed,  for  other  types  of  firms. 
The  matrix  can  be  used  not  only  to  inventory  existing  measurement 
activities,  but  also  to  assess  existing  reporting  activities,  and  to  analyze 
the  desirability  of  additional  measurement  and  reporting  in  each  matrix 
category. 

2.  Data  use.  Although  considerable  amounts  of  data  may  already 
exist,  not  all — in  some  cases,  very  little — are  being  used  for  social 
performance  planning  purposes.  The  initial  inquiry  should  assess  the 
extent  to  which  existing  data  are  used  for  decisionmaking  purposes, 
particularly  in  regard  to  corporate  planning. 

3.  Planning  Process.  If  a  social  measurement  system  is  to  be  a 
component  of  a  social  performance  planning  process,  the  initial  inquiry 
should  also  examine  existing  planning  activities  related  to  social  issues. 
The  inquiry  should  determine  whether  the  company  has  developed  a 
process  to  identify  social  issues,  whether  it  sets  specific  goals  for  social 
performance,  and  whether  managers  and  other  employees  are  held 
accountable  for  performance  related  to  social  objectives.  The  inquiry 
should  also  seek  to  determine  whether  a  measurement  system  has  been 
developed  to  help  identify  issues,  establish  goals  and  measure 
performance. 


Establishing  Social  Objectives 

After  the  initial  assessment  has  been  completed,  a  company  should 
articulate  social  objectives  within  the  framework  of  overall  corporate 
goals.  Goals  should  be  established  for  major  social  performance  areas, 
taking  into  account  the  needs  and  expectations  of  employees,  custom¬ 
ers,  suppliers,  communities,  government  and  other  affected  groups, 
and  strategies  should  be  developed  to  achieve  these  goals. 
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Developing  Social  Performance  Measures 

Once  goals  and  strategies  have  been  developed,  and  priorities  es¬ 
tablished  in  regard  to  goals,  specific  measures  that  can  be  used  to  gauge 
performance  should  be  developed.  Initially,  these  measures  should  be 
simple  and  few  in  number,  and  only  measures  that  contribute  to  an 
understanding  of  goal  achievement  should  be  adopted. 

Exhibits  IV  and  V  illustrate  how  the  planning  process  can  be  used 
to  develop  both  social  objectives  and  social  performance  measures. 
Exhibit  IV  concerns  human  resources  management;  Exhibit  V,  the 
quality  and  safety  of  products  and  services.  Each  includes  a  general 
goal,  a  strategy  and  a  set  of  indicators.  The  indicators  are  divided  into 
two  major  categories:  qualitative  indicators  and  quantitative  indi¬ 
cators.  Each  indicator  is  intended  to  help  measure  achievement  in 
regard  to  general  goals.  Using  a  matrix  analysis  and  suggested  measures 
listed  in  the  next  section  of  this  paper,  corporate  planners  can  develop 
additional  social  performance  measures  for  other  important  goals 
established  through  the  planning  process. 


Accountability  for  Performance 

Ideally,  operating  managers  should  participate  in  the  development 
of  social  performance  objectives  and  should  be  held  directly  responsible 
for  results,  but  it  may  take  some  time  to  fully  implement  such  a  system. 
Initially,  managers  may  be  asked  to  report  to  their  superiors  what  they 
have  accomplished  in  one  or  more  social  performance  areas,  what  they 
plan  to  do  in  the  following  year,  and,  at  regular  intervals,  how  well 
they  have  performed  in  relation  to  goals  that  they  have  set  for  them¬ 
selves.  Managerial  accountability  for  social  performance  will  be  greatly 
enhanced  if  the  existing  performance  review  system  can  be  modified 
incrementally  to  include  social  performance  objectives. 
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Exhibit  IV 


HUMAN  RESOURCES  MANAGEMENT 


General  Goal:  To  hire,  train,  and  promote  qualified  minority  and  female 
employees,  at  all  levels  of  management  and  operations. 

Strategy:  To  develop,  implement,  and  evaluate  an  affirmative  action 

program  that  goes  beyond  government  regulations, 
through  innovative  planning  and  programming  that  en¬ 
courages  qualified  individuals  to  seek  advancement,  moti¬ 
vates  managers  to  take  an  active  interest  in  the  careers 
of  promising  minority  and  female  employees,  and  mini¬ 
mizes  perceptions  of  reverse  discrimination. 


Indicators  of  Achievement 


Qualitative  Indicators 


1.  Recruiting:  Are  recruiting  ef¬ 
forts  planned  to  maximize  the 
possibilities  of  recruiting  quali¬ 
fied  women  and  minorities?  Are 
efforts  well  executed?  Do  they 
produce  a  sufficient  number  of 
qualified  individuals? 

2.  Internal  Climate:  Are  efforts 
made  to  explain  the  program  to 
all  employees?  Are  managers 
given  training  and  necessary  as¬ 
sistance  to  help  them  implement 
the  program?  Are  protected 
group  individuals  encouraged  to 
seek  advancement?  Are  efforts 
made  to  identify  outstanding 


protected  group  individuals?  Do 
effective  programs  exist  to  deal 
with  reverse  discrimination  con¬ 
cerns? 

3.  Resolution  of  complaints:  Do 
effective  complaint  resolution 
procedures  exist?  Do  they  result 
in  constructive  solutions? 

4.  Special  programs:  Does  the 
company  participate  whole¬ 
heartedly  in  private-sector  and 
government-sponsored  incentive 
programs  to  train  and  hire 
women,  minorities,  and  other 
protected-group  individuals? 
Can  the  results  be  improved? 
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Exhibit  IV  continued 


Quantitative  Indicators 


1.  Number  of  interviews  with  mi¬ 
nority  and  female  candidates,  as 
a  percentage  of  all  such  inter¬ 
views. 

2.  Number  of  protected  group  per¬ 
sons  hired,  by  job  category. 

3.  Number  of  protected  group  per¬ 
sons  employed,  by  job  category. 

4.  Number  of  protected  group  per¬ 
sons  promoted,  by  job  category 
into  which  promotions  occurred. 

5.  Number  of  protected  group  per¬ 


sons  earning  $25,000  per  year 
or  above. 

6.  Number  of  protected  group  per¬ 
sons  completing  special  training 
programs,  by  type  of  program 
and  group. 

7.  Number  and  type  of  EEO  com¬ 
plaints. 

8.  Number  and  amount  of  final 
judgments. 

9.  Number  and  disposition  of  re¬ 
verse  discrimination  suits. 


Exhibit  V 


PRODUCT/SERVICE  QUALITY  &  SAFETY 

General  Goal:  To  produce  or  provide  useful  and  safe  products  or  services 
at  reasonable  prices. 

Strategy:  To  develop  internal  management  systems  which  encourage 

those  responsible  for  developing  products  or  services  to 
project  the  total  impact  of  those  products  or  services, 
through  1)  thorough  market  testing,  2)  analysis  of  pos¬ 
sible  side  effects  or  unanticipated  usage,  3)  discussions 
with  the  company’s  social  policy  specialists,  and  4)  careful 
monitoring  of  product  usage;  to  respond  effectively  to 
consumer  complaints  or  inquiries;  to  analyze  the  effects 
of  marketing  and  pricing  decisions. 

Indicators  of  Achievement 

Qualitative  Indicators 

1.  Assessing  total  impact:  Do  op-  ucts  or  services,  including  possi- 
erating  managers  analyze  and  ble  unintended  side  effects?  Are 

project  the  total  impact  of  prod-  the  social  policy  specialists  able 
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Exhibit  V  continued 


Qualitative  Indicators 


to  provide  assistance  in  this 
analysis? 

2.  Complaint  resolution  proce¬ 
dures:  Are  they  publicized? 
Easy  to  understand?  Effective? 

3.  Consumer  education  programs: 
Do  they  exist?  Are  they  effec¬ 
tive?  Do  they  balance  company 
interest  with  broader  social  in¬ 
terests? 

4.  Marketing  and  pricing  practices : 
Do  they  hold  to  high  ethical 
standards?  Are  they  subject  to 
a  rigorous,  internal,  ethical  re¬ 
view  process? 

5.  Marketing  to  inadequately 
served  groups:  Is  such  market¬ 
ing  done?  If  not,  why  not?  If  it 
is  being  done,  is  it  effective? 


6.  Disclosure  of  financial  arrange¬ 
ments  and  conditions:  Is  it  com¬ 
prehensive?  Understandable? 
Publicized? 

7.  Internal  quality  and  safety  con¬ 
trols;  quality  and  safety  train¬ 
ing:  Are  they  thorough?  Do  ac¬ 
countability  mechanisms  exist? 
Are  they  clearly  identified? 
Does  accountability  extend  to 
internal  rewards  and  penalties? 

8.  Inappropriate  uses  of  products 
or  services  by  users:  Are  they 
monitored?  Is  such  information 
factored  into  existing  consumer 
education  efforts? 

9.  Efforts  to  evaluate  the  social 
utility  of  products  and  services: 
Is  it  done?  How  is  it  factored 
into  financial  planning? 


Quantitative  Indicators 


1.  Number  of  complaints;  turn¬ 
around  time  for  resolution  of 
complaints. 

2.  Number  of  consumers  and  em¬ 
ployees  involved  in  consumer 
education  programs,  by  type  of 
program. 

3.  Number  of  marketing  or  pricing 
practices  challenged  by  govern¬ 
ment  by  type  of  challenge. 

4.  R&D  budget  dedicated  to  prod¬ 
uct  safety. 


5.  Number  and  type  of  product 
liability  complaints  and  suits,  by 
type. 

6.  Number,  amount  and  disposi¬ 
tion  of  final  judgments. 

7.  Number,  and  cost,  of  product 
recalls,  by  type. 

8.  Average  life  cycle  of  major 
products. 
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Reporting 

In  addition  to  its  function  as  a  management  tool,  an  internal  social 
measurement  system  provides  a  framework  and  a  data  base  for  report¬ 
ing  information  about  social  impacts  to  external  constituencies.  There 
is  room  for  experimentation  in  format  and  content;  but  whatever  the 
approach,  the  following  criteria  should  be  helpful  in  putting  together 
a  report.  To  be  credible  and  useful,  a  social  report  should: 

•  Describe  the  organizational  structure  for  social  policy  plan¬ 
ning  within  the  firm; 

•  Indicate  top  management’s  attitude  and  commitment  toward 
social  performance; 

•  Identify  and  discuss  major  social  issues  facing  the  company 
and  how  the  company’s  activities  regarding  these  issues  affect 
the  firm’s  constituencies; 

•  Describe  and  evaluate  major  social  impacts,  both  positive  and 
negative; 

•  Use  quantitative  information  that  will  assist  readers  in  evalu¬ 
ating  the  firm’s  activities,  especially  in  areas  where  established 
standards  exist  that  permit  readers  to  make  meaningful  assess¬ 
ments  of  performance; 

•  Indicate  a  willingness  to  provide  supplemental  data  where 
appropriate  and  identify  the  persons  to  contact  for  additional 
information; 

•  Avoid  self-serving,  self-congratulatory  exposition. 

Evaluation 

Presumably,  those  who  develop  social  measurement  and  reporting 
procedures  will  also  have  some  responsibility  for  monitoring  the  effec¬ 
tiveness  of  the  system  and  for  assessing  specific  social  performance 
results.  Evaluation  of  results  might  be  conducted  quarterly  and  annual¬ 
ly,  at  a  number  of  different  levels,  including  top  management  and  the 
board  of  directors.  The  evaluation  should  include  an  assessment  of 
relevance  to  corporate  goals,  effectiveness  in  achieving  objectives, 
benefits  achieved  and  the  costs  involved,  attitudes  toward  the  program 
within  the  firm,  responses  of  affected  groups  outside  the  firm,  and 
modifications  needed  to  improve  the  system. 
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SUGGESTED  MEASURES 

Social  measurement  systems  will  vary  in  form  and  content  from 
one  company  to  another,  depending  on  the  nature  of  the  business,  the 
priorities  of  management,  the  kinds  of  problems  confronting  each  firm 
and  the  varying  interests  of  outsiders.  For  example,  the  social  impact 
of  investment  activities  is  an  important  issue  for  banking  institutions 
and  insurance  companies.  For  some  manufacturing  companies,  ques¬ 
tions  of  employee  health  and  safety,  product  quality  and  product  safety 
are  significant.  Relations  with  consumers  are  a  principal  concern  for 
many  large  producers  of  consumer  goods.  Some  issues  have  a  more 
universal  significance:  equal  employment  opportunity,  quality  of  work¬ 
ing  life  and  community  affairs  are  examples. 

The  13  measurement  categories  and  specific  measures  outlined  be¬ 
low  do  not  exhaust  all  possibilities,  but  they  do  provide  a  reasonably 
comprehensive  list  of  categories  and  measures  to  be  included  in  an 
internal  social  measurement  system.  Suitable  tailoring  by  company 
and  industry  would,  of  course,  be  necessary,  and  an  actual  set  of 
measures  should  be  woven  into  the  social  policy  planning  systems,  as 
discussed  above. 

Economic  Impact 

The  traditional  business  of  a  corporation,  and  its  resulting  eco¬ 
nomic  impact,  have  some  obvious  social  consequences,  especially  for 
the  communities  in  which  a  company  has  a  substantial  presence.  A 
measurement  system  should  attempt  to  assess  the  contribution  and 
impact  of  its  economic  activities,  as  follows: 

1.  Capital  investments  in  plant  and  equipment; 

2.  Number  of  new  jobs  created,  by  type  and  location; 

3.  Number  of  jobs  provided,  by  type  and  location; 

4.  Number  of  jobs  lost,  by  type  and  location,  as  a  result  of  cut¬ 
backs,  shutdowns  or  relocations; 

5.  Payroll  (perhaps  in  dollar  amounts  and  as  a  percent  of  total 
community  payroll) ; 

6.  Taxes  paid,  by  type  and  location; 

7.  Reductions  in  local  tax  contributions  as  a  result  of  cutbacks, 
shutdowns  or  relocations. 
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Quality  of  Products 

For  companies  producing  material  products,  the  quality — safety, 
effectiveness,  usefulness,  and  durability — of  their  products  is  an  im¬ 
portant  consideration  and  a  matter  of  concern  to  many  segments  of 
the  public.  A  measurement  system  for  this  area  might  include  the  fol¬ 
lowing  indicators: 

1.  R&D  budget  allocated  to  product  safety; 

2.  Number  and  type  of  product  liability  complaints; 

3.  Number  and  type  of  product  liability  suits; 

4.  Number,  amount  and  disposition  of  final  judgments; 

5.  Number  and  cost  of  product  recalls,  by  type; 

6.  Average  “life  cycle”  of  products,  by  type. 

Consumer  Relations 

Consumer-oriented  companies  have  to  be  concerned  not  only 
about  the  quality  of  their  products,  but  also  about  the  quality  of  their 
relations  with  the  consumers  of  their  products.  Although  it  is  difficult 
to  measure  relations  with  consumers,  quantitative  indicators  are  help¬ 
ful  if  they  are  reviewed  within  the  context  of  a  company’s  overall  con¬ 
sumer  affairs  program.  The  following  measures  could  be  helpful: 

1.  Number  of  complaints,  by  type;  turn-around  time; 

2.  Disposition  of  complaints; 

3.  Number  of  consumers  and  employees  involved  in  consumer 
education  programs,  by  type  of  program; 

4.  Number  of  marketing  and/or  pricing  practices  challenged  by 
government  agencies,  or  others,  by  type  of  challenge. 

Environmental  Impacts 

Most  emissions  that  have  environmental  impacts  fall  into  one  of 
five  categories:  air,  water,  solid  waste,  noise  and  heat.  The  relevance 
and  significance  of  each  will  vary,  depending  on  the  nature  of  a  firm’s 
business.  A  measurement  system  might  include  some  or  all  of  the 
following  measures  concerning  environmental  impacts: 
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1.  Level  of  emissions,  by  type  of  pollution; 

2.  Expenditures  for  pollution  control,  by  type  of  pollutant; 

3.  Reductions  achieved  in  emissions; 

4.  Amounts  of  materials  recycled; 

5.  Process  changes  adopted  to  reduce  emissions,  and  costs  or 
savings  associated  with  process  changes  adopted; 

6.  Funds  committed  for  research  and  development  on  more 
effective  pollution  control; 

7.  Number  of  complaints,  suits  and  final  judgments  involving 
the  firm  for  each  type  of  pollutants; 

8.  Site  selection  criteria  for  major  facilities. 

Energy  Conservation 

Energy  conservation  has  assumed  increasing  importance  to  com¬ 
panies  in  almost  every  type  of  business.  Energy  conservation  is  one 
activity  that  also  produces  immediate  economic  benefits  to  the  com¬ 
pany.  Energy  conservation  measures  might  include: 

1.  Amounts  of  energy  conserved,  by  major  type; 

2.  Process  changes  adopted  to  reduce  energy  consumption; 

3.  Research  and  development  funds  committed  to  energy  con¬ 
servation  efforts. 

Employee  Relations:  Equal  Employment 

Equal  employment  matters  are  a  concern  to  every  company  today. 
Equal  employment  measures  might  include  the  following: 

1.  Number  of  minorities  and  women  employed  in  each  of  the 
nine  standard  equal  employment  categories,  as  defined  by 
the  U.S.  Equal  Employment  Opportunity  Commission; 

2.  New  hires  and  promotions  of  minorities,  women,  and  other 
protected  groups  for  each  of  the  nine  standard  categories; 

3.  Number  of  protected  group  persons  completing  special  train¬ 
ing  programs; 
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4.  Number  of  protected  group  persons  earning  $25,000  or 
more; 

5.  Number  and  nature  of  discrimination  charges  pending; 

6.  Number  and  nature  of  new  discrimination  charges  filed; 

7.  Number  and  nature  of  discrimination  charges  resolved. 

Employee  Relations:  Job  Satisfaction 

Employees  who  are  satisfied  with  their  jobs  usually  are  more  high¬ 
ly  motivated  and  productive  than  dissatisfied  employees.  The  following 
measures  could  be  useful  in  assessing  job  satisfaction  and  in  monitoring 
efforts  to  improve  job  satisfaction.  The  measures  will  be  more  effective 
if  integrated  into  an  ongoing  assessment  of  job  satisfaction. 

1.  Employees  involved  in  career  planning,  special  education 
and  other  job  advancement  programs; 

2.  Dollar  amount  of  tuition  reimbursements  and  average 
amounts  paid  per  employee; 

3.  Number  of  jobs  evaluated,  by  type; 

4.  Number  of  jobs  redesigned,  by  type; 

5.  Promotions,  by  type  of  job; 

6.  Income  (direct  and  indirect); 

7.  Increases  in  salary  and  wage  levels; 

8.  Fringe  benefits,  by  type  and  amount; 

9.  Absenteeism,  by  type  of  job; 

10.  Turnover,  by  type  of  job; 

1 1 .  Below-standard  output; 

12.  Grievances  and  complaints; 

13.  Work  stoppages; 

14.  Alcoholism  and  drug  addiction; 

15.  Suicides; 

16.  Personal  counseling; 

17.  Daycare. 
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Employee  Relations: 

Occupational  Safety  and  Health 

Employees  have  become  increasingly  conscious  of  occupational 
safety  and  health  issues  in  recent  years.  A  measurement  system  that 
includes  occupational  safety  and  health  issuse  might  include  the  fol¬ 
lowing  measures: 

1.  Number  of  accidents,  by  type; 

2.  Lost  time  per  million  employee  hours; 

3.  Dollars  paid  in  worker’s  compensation; 

4.  Number  of  on-the-job  fatalities; 

5.  Number  of  days  lost  due  to  job-related  illnesses; 

6.  R&D  expenditures  for  employee  safety  and  health,  by  type; 

7.  Number  and  percent  of  employees  attending  safety  educa¬ 
tion  classes; 

8.  Exposure  of  employees  to  hazardous  and  potentially  haz¬ 
ardous  substances,  by  type. 

Investments 

The  impacts  of  investment  policies  are  of  obvious  significance  to 
banking  institutions  and  insurance  companies.  For  these  firms,  the  fol¬ 
lowing  measures  would  be  important: 

1.  Residential  mortgages  granted  by  geographical  area  (the 
inner  city,  the  suburbs  and  rural  areas) ; 

2.  Home  improvement  loans,  by  geographical  area; 

3.  Business  and  commercial  loans,  by  geographical  area; 

4.  Number  of  educational  loans  granted; 

5.  Issue-related  mortgages  and  loans  made  in  connection  with 
an  assessment  of  prority  social  issues  identified  by  the 
company; 

6.  Other  investments  that  have  significant  social  impact,  in¬ 
cluding  high-risk  investments  and  investments  that  may 
produce  below-normal  rates  of  return. 
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Community  Relations: 

Voluntary  Contribution 

Relationships  with  the  local  community  are  highly  valued  by  many 
companies.  Contribution  of  money  and  employee  time  is  an  important 
component  of  many  community  relations  programs.  A  measurement 
system  concerned  with  charitable  contributions  might  include  the  fol¬ 
lowing  measures: 

1.  Criteria  used  for  charitable  contributions; 

2.  Contributions  made,  in  dollar  amounts  and  as  a  percentage 
of  pretax  income; 

3.  Value  of  real  estate,  equipment  and  other  tangible  items 
donated; 

4.  Assessment  of  impact  of  charitable  contributions; 

5.  Number  and  percent  of  employees  who  participate  in  volun¬ 
teer  programs  on  company  time; 

6.  Number  and  percent  of  people  who  participate  in  volunteer 
programs  on  their  own  time; 

7.  Contributions  to  programs  with  which  employees  are 
involved. 


Community  Relations: 

Minority  Economic  Development 

Establishing  business  relationships  with  minority-owned  enter¬ 
prises  has  become  a  principal  focus  of  community  relations  for  many 
firms.  A  measurement  system  involving  minority  economic  develop¬ 
ment  might  include  the  following: 

1.  Dollar  amount  of  goods  and  services  purchased  from  minor¬ 
ity-owned  firms; 

2.  Number  of  minority  vendors  patronized,  by  type; 

3.  Number  of  hours  expended  in  providing  technical  assistance 
to  minority  vendors; 

4.  Number  of  new  minority  vendors  patronized; 
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5.  Dollar  amount  of  loans  and  lines  of  credit  secured  through 
minority-owned  banks; 

6.  Dollar  amount  of  investments  in  minority  venture  capital 
mechanisms; 

7.  Employee  orientation  of  the  use  of  minority  vendors. 


Other  Community  Relations  Activities 

A  measurement  system  concerned  with  community  relations  could 
include  a  number  of  other  measures: 

1.  Use  of  local  suppliers; 

2.  Company  impact  on  municipal  facilities; 

3.  Plant  location  and  relocation  decisions;  assistance  to  em¬ 
ployees  at  facilities  to  be  closed  or  relocated;  planning  with 
local  officials  in  such  communities  to  mitigate  hardships; 

4.  Corporate  sponsorship  of  community  development  programs, 
such  as  housing,  recreational  facilities,  health  facilities,  com¬ 
mercial  facilities,  and  community  organizations; 

5.  Number  and  type  of  community  activities  held  on  company 
property; 

6.  Value  of  assets  and  current  investments  in  economically 
depressed  areas. 


Government  Relations 

As  the  impact  of  government  on  business  has  grown,  relations 
with  government  have  assumed  greater  significance.  A  measurement 
system  that  touches  on  government  affairs  might  include  the  follow¬ 
ing  items: 

1.  Number  and  occupation  of  employees  who  have  direct  con¬ 
tact  with  government  officials; 

2.  Employee  contributions,  and  number  of  employees  contribu¬ 
ting  to,  company-sponsored  political  action  committees; 


3.  Disbursements  made  from  political  action  committee  funds; 
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4.  Aggregate  and  individual  amounts  of  corporate  funds 
spent  on  advocacy,  referendum  and  candidates  for  public 
office; 

5.  Politically-related  community  activities  by  employees; 

6.  Political  awareness  campaigns  aimed  at  employees. 


CONCLUSION 

Using  the  guidelines  and  the  measurement  categories  discussed 
above,  many  companies  should  find  it  possible  to  create  what  the 
American  Institute  of  Certified  Public  Accountants  has  called  an  “in¬ 
itial  system”  of  social  measurement.  According  to  the  AICPA,  an 
initial  system  will  have  the  following  characteristics: 

1.  Not  all  social  phenomena  will  be  measured;  instead,  em¬ 
phasis  will  be  given  to  significant  actions  and  impacts  affect¬ 
ing  areas  of  primary  social  concern. 

2.  Within  each  area  of  emphasis,  measurements  will  be  made  of 
selected  attributes,  chosen  because  they  indicate  the  essence 
of  actions  taken  and  impacts  made  by  the  company. 

3.  A  variety  of  units  of  measure  will  be  employed,  and  narra¬ 
tive  descriptions  will  be  used  where  quantitative  measure¬ 
ments  are  not  practical. 

4.  Although  occasionally  there  will  be  attempts  to  assess  im¬ 
pacts  on  the  quality  of  human  life  directly,  the  measurements 
will  usually  relate  to  impacts  on  social  conditions  thought  to 
affect  the  quality  of  human  life  to  a  significant  extent. 

5.  Where  the  measurement  of  impacts  on  social  conditions  is 
not  practical,  an  attempt  will  be  made  to  measure  actions 
and  their  immediate  results.  These  will  often  be  measured 
in  any  event,  because  of  the  intrinsic  value  of  that  infor¬ 
mation. 

6.  The  distinction  between  social  and  economic  information 
will  often  be  obscure. 

7.  The  system  will  not  be  completely  neutral. 
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The  social  performance  categories  and  measures  outlined  above 
are  obviously  only  suggestive.  Each  company  developing  a  social  meas¬ 
urement  system  would  have  to  tailor  these,  and  perhaps  other,  cate¬ 
gories  and  measures  to  its  own  needs,  and  to  the  reasonable  expecta¬ 
tions  of  its  various  constituencies.  This  may  be  an  arduous  task,  given 
the  absence  of  refined  theory  and  accepted  practices  in  the  social 
measurement  area. 

Another  important  limitation  is  that  many  companies  do  not  at 
present  see  the  need  to  commit  resources  to  the  development  of  social 
measurement,  at  least  not  at  the  level  of  detail  suggested  here.  Most 
companies  that  do  seek  to  improve  the  quality  of  their  social  measure¬ 
ment  and  reporting  probably  will  begin  with  modest  efforts.  Some  may 
argue  that  corporate  efforts  to  refine  social  measurement  and  reporting 
techniques  are  unnecessary,  because  government  may  require  such  re¬ 
porting  at  some  time  in  the  future. 

Whether  government  will,  in  fact,  mandate  some  type  of  reporting 
in  the  future  is  difficult,  if  not  impossible,  to  predict  at  this  time.  One 
possibility  is  that  an  active  effort  by  the  business  community  to  develop 
better  measurement  and  reporting  standards  will  preempt  the  per¬ 
ceived  need  for  a  legislated  solution.  Another  possibility  is  that  the 
society  is  moving  toward  a  consensus  that  social  reporting  by  major 
corporations  should  be  required.  If  that  happens,  the  business  com¬ 
munity  will  clearly  be  in  a  much  better  position  to  influence  the  kind  of 
reporting  that  is  required  if  it  has  been  active  in  the  field. 

In  either  case,  the  risks  of  inaction  by  business  could  be  costly  in 
the  long  run.  The  bottom-line  imperative  is  to  act  now,  while  pressures 
are  relatively  low  and  freedom  to  experiment  relatively  high,  to  devise 
management  systems  that  require  accountability  for  all  aspects  of  cor¬ 
porate  performance.  ■ 
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6  Managing  public  issues  by  objectives  is  a  process 
which  seeks  to  bring  the  discipline  of  management  by 
objectives  to  public  affairs.  The  process  expands  pub¬ 
lic  issues  management  beyond  the  scope  of  a  Wash¬ 
ington  office  and  involves  nearly  the  entire  corpora¬ 
tion  worldwide.  The  process  seeks  not  only  to  bring 
about  more  rational  government  regulation,  but  also 
to  ensure  that  the  corporation  behaves  in  a  socially  responsible  manner. 

To  understand  International  Paper’s  approach  to  managing  public 
issues  by  objectives,  it  is  necessary  to  define  what  socially  responsible 
corporate  behavior  is  and  what  it  is  not.  To  set  objectives  without  this 
perspective  will  very  likely  be  detrimental  to  the  economic  interests  of 
the  corporation,  and  ultimately  it  will  impair  the  ability  of  the  corpora¬ 
tion  to  achieve  its  social  goals. 

Defining  the  proper  social  responsibilities  of  the  corporation  is 
complicated  by  the  disturbing  gap  which  exists  today  between  public 
expectations  of  business  and  what  many  experienced  business  people 
believe  that  corporations  are  able  to,  or  ought  to,  accomplish.  This  gap 
is  to  a  large  extent  the  outgrowth  of  the  change  in  values  and  purpose 
which  has  been  occurring  throughout  the  nation  for  the  last  two 
decades.  With  its  roots  in  the  civil  rights  movement,  the  disenchant¬ 
ment  with  the  war  in  Southeast  Asia,  the  explosion  of  concern  for  pre¬ 
serving  our  natural  environment,  and  scandals  in  government,  this 
groundswell  of  social  awareness  and  activism  has  created  ambivalent 
attitudes  toward  business,  to  the  point  that  business  is  seen  at  once  as 
both  villain  and  hero.  Public  opinion  surveys  show  that  business  has 
been  among  the  institutions  which  have  experienced  a  steady  decline  in 
public  respect  and  confidence.  Many  people  have  lost  faith  in  just 
about  every  major  social  institution,  including  medicine,  education, 
religion,  government,  and  organized  labor.  Despite  this  deterioration 
of  public  confidence  in  business,  corporations  today,  with  their  enor¬ 
mous  resources,  reputation  for  efficiency  and  ability  to  develop  inno¬ 
vative  solutions  to  complex  problems,  are  being  called  upon  for  prog¬ 
ress  on  a  number  of  broad  social  programs. 

Data  compiled  by  The  Conference  Board  show  that  a  great  many 
chief  executives  devote  at  least  a  quarter  of  their  time  and  energies  to 
issues  which  are  removed  from  the  primary  fiscal  purpose  of  the  cor- 
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poration.  This  represents  the  changing  response  of  top  management  to 
emerging  public  expectations  of  responsible  corporate  behavior.  In  the 
past,  it  might  have  been  enough  for  individual  executives  to  behave 
ethically,  on  an  individual  basis,  and  to  contribute  to  charitable  or  cul¬ 
tural  causes  in  their  communities.  Today,  however,  the  public  demands 
that  the  management  of  the  corporation  itself  focus  on  achieving  prog¬ 
ress  on  broader  public  goals,  such  as  environmental  improvement, 
equal  employment,  consumer  protection,  health  and  safety. 

These  are  noble  and  worthy  goals,  and  there  is  an  essential  role  for 
business  to  play  in  achieving  them.  But  if  the  public  is  to  be  truly 
served,  then  it  must  recognize  the  natural  limits  which  exist  on  the 
contributions  an  economic  enterprise  can  make  to  achieving  such 
broad  social  goals.  Any  objectives  we  in  business  formulate  in  manag¬ 
ing  public  issues  must  reflect  these  limitations. 

THE  LIMITS  OF 
SOCIAL  RESPONSIBILITY 

Peter  Drucker,  in  his  book,  Management:  Tasks,  Responsibilities, 
Practices,  points  out  that  there  are  both  upper  and  lower  limits  to  what 
corporations  should  do  in  the  social  area.  The  upper  limit  is  largely 
established  by  the  fact  that  business  is  a  vehicle  for  achieving  social 
objectives  through  its  economic  contribution.  A  corporation’s  primary 
social  responsibility  is  to  provide  society  with  products  or  services  of 
the  quality  it  wants  at  a  price  it  is  willing  to  pay.  To  discharge  this 
responsibility,  the  corporation  must  be  managed  profitably  in  order  to 
maintain  or  improve  its  wealth-producing  capacity.  If  the  corporation 
undertakes  functions  or  programs  which  significantly  detract  from  its 
ability  to  provide  the  desired  products  or  to  replenish  its  resources, 
then  that  corporation  is  behaving  in  a  socially  irresponsible  manner. 
A  plant  forced  to  shut  down  by  economic  circumstances  is  neither  a 
good  employer  nor  a  good  neighbor.  And  equally  important,  it  is  not 
creating  surplus  wealth  to  apply  to  social  goals. 

Our  public  issues  objectives  must  recognize  that  their  upper  limit 
is  the  point  at  which  the  resources  expended  to  achieve  social  goals 
impair  the  ability  of  the  corporation  to  fulfill  its  economic  purpose. 

The  corporation  should  limit  its  social  contribution  to  areas  where 
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it  is  competent.  To  take  on  tasks  beyond  the  corporation’s  competence 
and  primary  function  is  socially  irresponsible.  It  creates  expectations 
which  are  sure  to  be  disappointed. 

In  addition,  in  both  a  legal  and  moral  sense,  responsibility  neces¬ 
sarily  implies  authority.  This  casts  an  interesting  light  on  the  social 
activists  who  advocate  that  corporations  extend  their  responsibility  into 
a  broad  range  of  social  areas.  In  effect,  they  are  advocating  question¬ 
able  expansions  of  corporate  power  into  the  political  and  social  affairs 
of  local  communities.  Even  with  the  best  of  intentions,  a  corporation 
which  attempts  to  demonstrate  social  responsibility  in  areas  outside  its 
normal  environment  imposes  the  corporation’s  authority  where  it  has 
no  legitimate  interest. 

These  three  upper  limits  to  corporate  social  responsibility — eco¬ 
nomic  practicality,  organizational  competency  and  legitimate  authority 
— form  the  boundaries  beyond  which  the  corporation  should  not  ven¬ 
ture  if  it  is  to  continue  to  serve  society. 

THE  MEANING  OF 
SOCIAL  RESPONSIBILITY 

But  within  these  limits,  there  are  several  responsibilities  which  a 
corporation  can  and  must  fulfill.  In  today’s  volatile  social  environment, 
meeting  these  responsibilities  is  essential  to  fulfilling  the  economic  ob¬ 
jectives  of  the  corporation.  They  are  the  lower  limits  of  corporate 
social  responsibility,  the  minimum  which  must  be  achieved  if  free 
enterprise  is  to  survive. 

Curbing  Harmful  By-Products 

One  of  these  responsibilities  is  to  eliminate  or  minimize,  to  the 
extent  practical,  adverse  by-products  associated  with  business  activities. 
In  pursuing  economic  goals,  the  corporation  creates  many  by-products 
which  affect  the  communities  and  people  with  which  it  is  associated. 
Waste  from  manufacturing  processes,  for  example,  may  be  detrimental 
to  community  aesthetics  or  public  health. 

To  be  socially  responsible,  the  corporation  must  curtail  these  prob¬ 
lems  by  means  which  are  economically  practical.  It  must  identify  its 
major  by-products  and  find  innovative  ways  to  eliminate  them  by  turn- 
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ing  them  into  profitable  business  opportunities.  In  the  paper  industry, 
for  example,  we  have  found  ways  to  control  paper  mill  effluent  which 
simultaneously  recover  marketable  chemicals,  reduce  energy  consump¬ 
tion,  and  make  more  efficient  use  of  our  basic  resource,  wood  fiber. 

Establishing  Regulations 

When  economically  sound  solutions  are  not  possible,  it  is  incum¬ 
bent  upon  the  corporation  to  establish  regulations  which  minimize 
these  adverse  by-products.  There  are  at  least  two  alternatives.  A  com¬ 
pany  can  work  within  the  industry  for  self-regulation,  or  it  can  work 
through  government  to  ensure  that  it  contributes  to  regulation  which 
is  acceptable  to  the  industry.  In  either  case,  regulations  must  them¬ 
selves  weigh  costs  versus  benefits  and  hold  competing  companies  to 
equivalent  standards. 

Community  Relations 

Another  lower  limit  of  social  responsibility  is  for  the  corporation 
to  contribute  where  it  can  to  solving  the  chronic  problems  of  the 
society  within  which  it  operates.  This  is  not  only  a  social  responsibility 
but  a  business  responsibility  as  well.  Business  has  a  self-interest  in  a 
healthy  society,  for  it  is  unlikely  to  prosper  in  a  less-than-healthy 
society. 

A  community  torn  apart  by  racial  strife,  for  instance,  is  not  con¬ 
ducive  to  commerce.  To  prevent  this  fundamental  social  problem,  it  is 
in  business’s  own  interest  to  provide  equal  opportunity.  By  doing  so,  it 
is  able  to  capitalize  on  the  prosperity  which  is  possible  only  when  there 
is  social  harmony. 

For  business  to  do  less  than  these  minimum  responsibilities  is  to 
invite  punitive  and  counterproductive  legislation  as  well  as  risk  incur¬ 
ring  the  hostility  of  employees,  community  neighbors,  customers,  and 
other  groups  essential  to  the  corporation’s  economic  success. 

RESPONSE  TO  ISSUES 

Unfortunately,  business  too  often  has  been  remiss  in  meeting  these 
social  responsibilities.  Exhibit  I  shows  how  business  typically  reacts  to 
the  evolution  of  a  public  issue. 
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Evolution  of  Public  Issue 


Exhibit  I 


Rising  Issue 


Latent  Stage 

When  the  issue  is  at  a  stage  of  latency,  business  operations  are 
having  an  external  impact  on  society,  but  the  affected  segment  is  not 
motivated  to  effect  change.  At  this  point,  business  has  complete  flexi¬ 
bility  in  developing  options  for  eliminating  or  reducing  its  adverse  by¬ 
product.  But  in  the  absence  of  pressure,  business  typically  will  ignore 
the  situation. 

Social  Awareness 

However,  every  impact  is  a  potential  liability  that  eventually  may 
progress  to  a  stage  of  social  awareness.  Here,  the  affected  segment  of 
society  becomes  disgruntled  with  the  impact  and  decides  that  a  need 
for  change  exists.  Business’s  options  at  this  point  become  more  limited 
as  concerned  groups  try  to  influence  industry’s  response.  But  generally, 
the  affected  segment’s  desires  are  still  vaguely  defined  and  the  options 
available  to  business  for  resolving  the  issues  are  still  very  flexible. 
Even  at  this  stage  of  awareness,  business  is  too  often  reluctant  to  adopt 
change  that  others  have  authored. 

Activism 

As  the  issue  evolves,  it  becomes  increasingly  likely  that  the  af¬ 
fected  segment  of  society  will  organize,  pool  resources,  win  sympathy 
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from  others,  and  mobilize  for  political  action.  Inevitably,  demands  will 
become  more  severe  and  economically  unfeasible.  Legislation  is  likely 
to  be  drawn  up  by  parties  unfamiliar  and  unsympathetic  with  the  cost- 
benefit  tradeoffs  involved.  The  result  is  that  business  must  often  accept 
programs  whose  economic  costs  significantly  exceed  their  social 
benefits. 

Normally,  it  is  at  this  late  stage  that  business  first  addresses  the 
issue,  posing  itself  as  the  champion  of  economic  rationality.  But  to 
many  it  appears  that  business  is  instead  the  nemesis  of  clean  air,  equal 
opportunity  and  in  one  recent  case,  even  motherhood. 

INTEGRATING  FINANCIAL  AND 
NONFINANCIAL  OBJECTIVES 

Recognizing  the  limits  of  responsible  corporate  behavior,  Interna¬ 
tional  Paper  Company  has  integrated  the  management  of  public  issues 
into  a  major  management  motivational  process  geared  to  serving  the 
economic  goals  of  business.  The  process  is  an  integral  part  of  the  over¬ 
all  planning  and  budgeting  procedure  and  is  part  of  the  measurement 
and  control  of  business  performance.  It  provides  a  method  for  setting 
business-oriented  goals  and  for  measuring  performance  in  areas  such 
as  public  issues  which  do  not  fit  specifically  into  the  traditional  func¬ 
tions  of  finance,  manufacturing,  or  marketing. 

We  call  these  goals  “Budgeted  Non-Financial  Objectives,”  or  sim¬ 
ply  BNFO’s.  “Budgeted”  because  they  are  an  integral  part  of  the 
short-  and  long-term  planning  and  review  process.  “Non-Financial” 
because  they  need  not  be  measured  in  financial  terms,  or  even  in  quan¬ 
tifiable  terms,  but  still  require  action  in  the  social,  technological,  and 
governmental  areas. 

Effectiveness 

The  effectiveness  of  the  process,  to  a  great  extent,  depends  on 
management’s  performance  being  tied  directly,  or  at  least  in  significant 
part,  to  the  system  by  which  management  is  compensated.  If  the  cor¬ 
poration  is  to  be  credible,  it  can  only  become  so  through  the  accom¬ 
plishments  of  its  managers.  Therefore,  management  behavior  on  an 
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individual  basis  must  be  changed.  And  for  behavior  to  change,  internal 
values  must  change.  The  best  method  we  have  devised  so  far  to  accom¬ 
plish  this  behavioral  change  is  to  relate  performance  on  Budgeted  Non- 
Financial  Objectives  to  management’s  reward — that  is,  to  its  compen¬ 
sation.  In  1976,  for  example,  approximately  50  percent  of  the  incentive 
compensation  award  paid  to  International  Paper  managers  was  based 
on  performance  on  Budgeted  Non-Financial  Objectives.  In  other 
words,  BNFO  is  a  process  for  establishing  new  value  systems  within 
the  corporation.  Non-financial  goals  are  treated  as  equal  in  importance 
to  financial  goals,  thereby  institutionalizing  their  significance  to  the 
corporation  as  well  as  to  individual  managers. 


Objectives 

The  process  is  not  limited  exclusively  to  social  goals.  International 
Paper  initiated  the  process  to  focus  management  attention  on  a  number 
of  broad  business  objectives  necessary  to  the  success  of  the  corpora¬ 
tion.  Initially,  six  broad  Budgeted  Non-Financial  Objectives  were 
identified  by  a  task  force  comprising  corporate  officers  who  took  into 
consideration  the  critical  long-term  business  needs  and  the  corollary 
social  responsibilities  of  International  Paper.  These  original  categories 
were:  strategic  planning,  affirmative  action,  management  and  profes¬ 
sional  development,  technology  transfer,  government  affairs  and  em¬ 
ployee  communication. 

For  each  Budgeted  Non-Financial  Objective,  there  is  a  staff  man¬ 
ager  responsible  for  administering  the  process.  Each  staff  manager 
tracks  current  business  and  social  issues  in  his  or  her  area  of  expertise, 
making  sure  that  International  Paper  is  addressing  these  issues  in  the 
balanced  interests  of  all  its  constituents — customers,  share  owners,  em¬ 
ployees,  suppliers  and  citizens  of  the  communities  in  which  we  operate. 
This  requires  the  establishment  of  short-term  goals  and  priorities  that 
take  into  account  current  progress  within  the  corporation  and  changes 
in  the  external  environment.  These  external  changes  include  new  legis¬ 
lation,  technological  innovation  or  changing  social  values,  any  one  of 
which  may  necessitate  refocusing  the  objective. 
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Guidelines 

Each  calendar  year,  in  conjunction  with  the  normal  budgeting 
process,  the  staff  managers  responsible  for  administering  the  BNFO 
process  issue  guidelines  which  set  the  boundaries  within  which  objec¬ 
tives  are  to  be  achieved.  These  guidelines  are  issued  to  60  organization¬ 
al  units,  both  line  and  staff.  All  units  are  held  accountable  within  their 
areas  of  responsibility  on  affirmative  action,  management  and  profes¬ 
sional  development,  government  affairs  and  employee  communication. 
In  addition,  staff  units  contribute,  as  appropriate,  to  the  accomplish¬ 
ment  of  other  objectives.  For  example,  our  human  resources  depart¬ 
ment  contributes  to  the  recruiting,  staffing,  training  and  development 
of  the  personnel  necessary  to  meet  strategic  planning  objectives.  Simi¬ 
larly,  our  communication  department  contributes  to  the  transfer  of 
knowledge  which  is  necessary  to  meet  technology  objectives. 

Goals 

The  staff  manager  administering  the  BNFO  in  conjunction  with 
each  manager  being  evaluated  develops  specific  goals  to  be  achieved 
each  year.  These  goals  must  be  result-oriented — identifiable,  realistic, 
specific,  and  challenging.  We  cannot  afford  to  waste  resources  on  token 
or  ineffective  programs.  Goals  must  also  be  measurable.  This  does  not 
necessarily  mean  measurable  in  a  statistical  or  financial  sense,  but  in 
the  sense  of  setting  understandable  targets  and  deadlines  and  evaluat¬ 
ing  progress  against  predetermined  criteria.  This  is  necessary  for  hold¬ 
ing  managers  accountable  for  substantive  and  continuous  progress  in 
public  issues  management. 

The  sections  below  illustrate  specific  ways  the  Budgeted  Non- 
Financial  Objective  process  relates  to  managing  public  issues  at  Inter¬ 
national  Paper. 

SETTING  FISCALLY  AND 
SOCIALLY  RESPONSIBLE  GOALS 

The  procedure  by  which  annual  goals  are  set  is  demonstrated  by 
the  government  affairs  Budgeted  Non-Financial  Objective.  Govern- 
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ment  affairs  is  a  critical  part  of  public  issues  management.  In  many 
cases,  its  work  is  necessarily  reactive.  Government  affairs  seeks  to 
ensure  that  proposed  legislation  relies  on  the  free  market  to  do  the  job 
whenever  possible,  provides  the  least  imposition  to  corporate  freedom, 
and  balances  costs  with  benefits.  The  twofold  purpose  of  our  govern¬ 
ment  affairs  BNFO,  as  defined  by  corporate  officers,  is  to  seek  sound 
public  policy  along  these  lines  and  also  to  become  more  anticipatory, 
or  proactive,  in  public  issues  management. 

Guidelines 

To  this  end.  International  Paper’s  government  affairs  manager 
sets  guidelines  for  the  annual  government  affairs  BNFO.  These  guide¬ 
lines  have  included  strengthening  the  company’s  grassroots  govern¬ 
ment  affairs  network,  broadening  managers’  contact  with  public  offi¬ 
cials,  developing  truly  multinational  government  affairs  capabilities 
and  effectively  advocating  the  company’s  positions  on  legislative  issues 
such  as  foreign  trade,  Federal  chartering,  taxes,  the  environment  and 
energy. 

For  example,  one  guideline  is  to  broaden  International  Paper’s 
contacts  with  public  officials,  particularly  those  assuming  office  for  the 
first  time.  This  guideline  was  formulated  in  recognition  of  the  need  to 
establish  better  two-way  communication  with  public  officials  who  are 
closely  attuned  to  current  social  trends.  To  meet  their  BNFO  obliga¬ 
tions,  therefore,  IP  managers  are  responsible  for  seeing  that  the  people 
in  their  business  unit  with  government  affairs  responsibility  personally 
call  on  newly  elected  public  officials  at  the  local,  State  and  Federal 
levels,  and  in  doing  so  ensure  that  these  officials  understand  how  vari¬ 
ous  legislative  proposals  can  affect  the  company’s  ability  to  serve  cus¬ 
tomers  and  provide  jobs. 

Measurement  of  Results 

Measurement  against  this  guideline  is  in  part  objective,  in  that  the 
personal  contacts  are  made  or  they  are  not;  and  in  part  subjective,  as 
to  whether  or  not  effective  communication  is  established.  Effective 
communication  results  in  measurable  or  observable  change.  The  sub- 


154 


CORPORATE  SOCIAL  REPORTING 
IN  THE  UNITED  STATES 
AND  WESTERN  EUROPE 


jectivity  of  evaluation  rests  on  judging  how  significant  that  change  was 
and  how  difficult  it  was  to  accomplish. 

Our  experience  at  International  Paper  has  been  that  the  more  sub¬ 
jective  the  judgment  required  in  measuring  the  results,  the  greater 
certainty  that  disputes  will  arise  between  the  staff  manager  responsible 
for  measurement  and  the  manager  being  evaluated.  Yet  it  is  also  true 
that  the  more  subjective  requirements  are  often  the  ones  most  needed 
to  meet  the  corporation’s  public  responsibility.  This  is  one  reason  why 
it  is  critical  that  as  objectives  are  formulated  they  meet  the  tests  of  sig¬ 
nificance  and  relevance,  be  well  defined  and  follow  a  standard  of  meas¬ 
urement  agreed  upon  at  the  outset. 

Meeting  these  criteria  becomes  increasingly  difficult  as  our  govern¬ 
ment  affairs  activities  become  more  issue-oriented  and  proactive.  The 
degree  to  which  we  resolve  this  trade-off  will  become  the  measure  of 
our  success. 

FOCUS  ON  SUBSTANTIVE  RESULTS 

The  technology  BNFO  provides  a  clear  example  of  how  the  proc¬ 
ess  generates  substantive  change  in  business  behavior.  Exhibit  II  is 
based  on  the  results  of  a  recent  Technology  BNFO.  It  summarizes 
some  of  the  accomplishments  made  in  environmental  improvement  by 
International  Paper’s  major  business  units.  Business  A  committed  itself 
to  developing  and  implementing  a  system  at  one  of  its  pulp  mills  for 
recovering  more  wood  fiber  from  the  waste  water  produced  by  the 
papermaking  process.  In  addition  to  being  of  economic  value  to  the 
business  by  wasting  less  wood  fiber,  this  also  benefits  the  community 
because  it  reduces  the  amount  of  effluent  released  into  the  Nation’s 
rivers,  lakes,  bays  and  other  waters.  In  February  1976,  this  particular 
business  unit  made  a  trial  run;  at  the  time  of  the  midyear  review  the 
recovery  equipment  was  running  at  85  percent  of  capacity,  and  by  year- 
end  it  was  in  full  and  continuous  operation. 

With  each  of  the  accomplishments  shown,  the  BNFO  process  re¬ 
quired  the  businesses  to  set  specific  goals,  implementation  plans,  and 
timetables.  And  it  held  them  accountable  for  meeting  those  commit¬ 
ments  at  yearend.  With  this  kind  of  incentive,  the  businesses  interact 
much  more  productively  with  staff  groups  which  can  provide  long- 
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Exhibit  II 


TECHNOLOGY  BNFO 


UNIT  A 


•  Install  fiber  recovery  system 

•  Develop  a  long-range  plan  for  closed-cycle  mill 

•  Develop  computer  models  and  pilot  project  for 
odorless  pulping  process 

•  Increase  use  of  recycled  waste 


•  Install  oxygen  bleaching  process 

UNIT  B 

•  Increase  capacity  to  use  by-products  as  fuel 

•  Develop  plan  for  closing  cycle  at  an  unbleached 
pulp  mill 

UNIT  C  •  Evaluate  oxygen  delignification  pilot  project  for 
(Staff)  application  elsewhere  in  the  company 

•  Set  priorities  for  effluent  and  emission  control 
projects 


range  research  into  alternative  technologies  and  suggest  which  tech¬ 
nologies  should  be  avoided,  which  should  be  used,  and  on  what  sched¬ 
ule.  In  this  way,  the  BNFO  process  broadens  the  objectives  of  line 
managers.  For  example,  the  recovery  system  installed  by  Business  A  is 
part  of  a  longer-term  plan  to  develop  a  closed-cycle  mill  which  will 
release  practically  no  effluent.  This  is  an  example  of  proactive  be¬ 
havior.  It  goes  well  beyond  compliance  with  current  EPA  regulations 
in  meeting  public  needs  and  has  the  potential  to  give  International 
Paper  a  proprietary  advantage  in  the  marketplace  by  having  an  in¬ 
herently  lower-cost  operation.  There  will,  of  course,  be  certain  fixed 
costs  involved  in  developing  and  implementing  this  technology.  But 
these  will  be  largely  offset  over  time  by  decreased  variable  costs  result¬ 
ing  from  energy  conservation  and  increased  recovery  of  chemicals.  In 
addition,  by  anticipating  continuing  public  concern  for  environmental 
protection,  we  are  avoiding  possibly  having  to  retrofit  our  mills  at  a 
later  date.  Excluding  the  impact  of  inflation,  the  costs  of  retrofitting 
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mills  is  20-30  percent  greater  than  installing  effluent  control  systems  at 
the  time  of  construction.  The  incentive  for  managers  to  commit  to 
such  objectives  is  that  innovation  and  foresight  result  in  improved 
operations  and  consequently  in  higher  BNFO  ratings. 

This  semiannual  analysis  and  review  allows  management  at  all 
levels  to  evaluate  performance  continually,  discard  plans  and  objec¬ 
tives  that  are  ineffective,  and  develop  new  plans  as  situations  change. 

RESPONSE  TO  CHANGE 

Responsiveness  to  change  is  a  particularly  critical  aspect  of  the 
system  and  is  necessary  to  ensure  that  BNFO’s  remain  relevant  to  the 
needs  of  both  the  corporation  and  the  public.  A  good  example  of  this 
can  be  seen  in  the  evolving  nature  of  our  affirmative  action  BNFO. 

Initial  Responses 

Initially,  our  affirmative  action  program  was  largely  reactive.  In 
1970,  the  representation  of  minorities  and  women  in  International 
Paper’s  professional  and  managerial  work  force  was  far  below  our 
target  levels.  Despite  top  management  directives,  little  progress  was 
being  made  to  correct  the  situation.  The  reason  is  best  summarized  in 
a  Harvard  Business  Review  interview  with  a  division  manager  in  a  large 
electronics  company.  When  asked  his  views  on  corporate  social  re¬ 
sponsibility,  he  replied,  “I  don’t  need  pollution  control  equipment  or 
minorities  to  run  my  business.  If  the  company  wants  me  to  do  these 
things,  they’ll  have  to  make  it  worth  my  while.” 

BNFO  Responses 

In  1973,  the  BNFO  process  was  instituted  to  make  affirmative  ac¬ 
tion  and  other  non-financial  objectives  worthwhile  to  managers.  By 
definition,  they  now  need  affirmative  action  to  run  their  business.  The 
results  have  been  dramatic.  Since  1970,  the  proportional  representation 
of  minorities  in  International  Paper’s  professional  and  managerial  work 
force  has  increased  severalfold,  and  for  women  it  has  more  than 
doubled.  And  this  proportional  increase  has  been  achieved  at  a  time 
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when  the  total  size  of  the  professional  and  managerial  work  force  was 
growing  rapidly. 

Proactive  Stage 

With  this  reactive  process  well  under  way,  we  have  expanded  the 
scope  of  the  affirmative  action  BNFO  to  include  source  development. 
We  believe  that  simply  hiring  qualified  women  and  minorities  from  top 
schools  only  begins  to  address  and  resolve  the  chronic  social  problem. 
To  be  proactive,  we  must  extend  our  efforts  to  helping  the  economical¬ 
ly  underprivileged  develop  a  greater  awareness  of  the  opportunities 
open  to  them  in  business.  We  must  also  help  these  people  cultivate 
skills  and  experience  throughout  their  education  that  will  be  needed  to 
qualify  for  positions  in  business. 

Engineering,  for  example,  is  one  profession  in  which  there  are  few 
women  and  minorities.  The  primary  barriers  to  entry  have  been  high 
tuition  costs  and  a  deficiency  in  appropriate  training  in  high  school 
mathematics  and  science.  To  address  this  problem,  the  International 
Paper  Foundation  is  a  leader  in  the  industry-wide  efforts  to  improve 
high  school  curricula,  encourage  women  and  minorities  to  study  engi¬ 
neering,  and  provide  scholarship  assistance.  In  addition,  the  company 
has  its  own  minority  engineering  program  which  includes  direct 
scholarships  and  a  summer  employment  program. 

Until  now,  International  Paper’s  involvement  in  this  aspect  of  af¬ 
firmative  action  has  principally  been  at  the  corporate  level.  As  part  of 
this  year’s  BNFO,  we  are  asking  business  managers  to  increase  the 
involvement  of  local  facilities  in  their  communities  through  participa¬ 
tion  in  and  support  of  organizations  aimed  at  increasing  the  number  of 
women  and  minorities  with  technical  training.  In  the  years  to  come, 
increasing  emphasis  will  be  placed  on  this  area  of  our  program  as  we 
become  better  able  to  redirect  the  focus  of  this  BNFO  from  being  cen¬ 
tralized  and  internal  to  being  decentralized  and  external. 

A  further  refinement  which  we  are  now  making  in  our  affirmative 
action  program  is  to  ensure  that  those  women  and  minorities  who  are 
hired  are  developing  to  their  fullest  potential.  In  this  regard,  the  af¬ 
firmative  action  BNFO  is  being  closely  coordinated  with  the  manage¬ 
ment  and  professional  development  BNFO. 
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As  our  internal  and  external  environments  evolve,  we  will  con¬ 
tinue  to  adapt  this  process  to  meet  changing  needs. 

THE  MEASUREMENT  OF  PERFORMANCE 

An  equitable  and  rigorous  measurement  process  is  essential  for 
BNFO’s  to  be  effective.  As  stated  previously,  managers  of  approxi¬ 
mately  60  organizational  units  are  evaluated.  About  two-thirds  of 
these  units  are  line  organizations,  while  a  third  are  staff.  Performance 
is  judged  by  taking  the  entire  process  of  goal  formation  and  action  into 
consideration.  First,  managers  are  judged  on  how  well  they  formulate 
their  objectives  initially — whether  they  were  relevant,  results-oriented, 
significant,  well  defined  and  measurable.  Second,  managers  are  judged 
on  performance — whether  deadlines  were  met,  whether  anticipated 
difficulties  were  overcome  and  whether  the  actions  taken  have  had 
their  intended  impact. 

Unit  Performance 

Each  management  unit  is  evaluated  twice  a  year  using  a  five-point 
scale:  outstanding,  above  average,  average,  below  average,  and  unsatis¬ 
factory.  Performance  on  each  objective  is  evaluated  separately  by  the 
responsible  senior  staff  officer.  For  example,  the  vice  president  for  plan¬ 
ning  evaluates  the  strategic  planning  objective  while  the  vice  president 
for  government  affairs  judges  progress  on  the  government  affairs 
BNFO.  Ratings  on  the  individual  objectives  are  then  combined  to  form 
overall  averages  for  each  of  the  business  units,  as  well  as  for  the  cor¬ 
poration  on  each  individual  objective. 

Exhibit  III  demonstrates  how  the  rating  system  works.  Using  a 
hypothetical  evaluation,  Unit  A  and  its  manager  received  two  above 
average  ratings,  and  one  below  average  rating.  This  produced  an  over¬ 
all  rating  of  average.  Unit  B,  however,  has  two  average  ratings,  two 
below  average,  and  one  unsatisfactory,  with  an  overall  rating  of  below 
average.  Using  this  system,  the  performance  of  each  unit  can  be  evalu¬ 
ated  separately  and  then  compared  to  all  other  units  in  the  company  to 
provide  a  basis  for  remedial  action,  management  attention,  and  the 
dispensing  of  rewards. 
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Exhibit  III 


PERFORMANCE  MATRIX- 
BUDGETED  NON-FINANCIAL  OBJECTIVES 


Unit  A  Unit  B 


STRATEGIC 

ABOVE 

AVERAGE 

PLANNING 

AVERAGE 

AFFIRMATIVE 

BELOW 

BELOW 

ACTION  (EEO) 

AVERAGE 

AVERAGE 

MANAGEMENT  AND 

AVERAGE 

UNSATIS- 

PROFESSIONAL  FACTORY 

DEVELOPMENT 


TECHNOLOGY 

ABOVE 

AVERAGE 

AVERAGE 

GOVERNMENT 

AVERAGE 

BELOW 

AFFAIRS 

AVERAGE 

UNIT  TOTALS 

AVERAGE 

BELOW 

AVERAGE 

Corporate  Performance 

Looked  at  another  way,  the  BNFO  matrix  (Exhibit  IV)  forms  the 
basis  for  judging  total  corporate  performance.  By  reading  the  table 
horizontally,  executive  management  can  see  that  in  government  affairs, 
for  example,  with  one  above  average  rating,  two  average  ratings  and 
one  outstanding  rating,  the  company  is  achieving  above  average  per¬ 
formance.  In  technology,  the  overall  performance,  shown  on  the  right, 
is  average. 
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Exhibit  IV 


PERFORMANCE  MATRIX- 
BUDGETED  NON-FINANCIAL 

OBJECTIVES 

Unit  A 

Unit  B 

UnitC 

Unit  D 

Com¬ 

pany 

Totals 

GOVER- 

MENT 

AFFAIRS 

ABOVE 

AVER¬ 

AGE 

AVER¬ 

AGE 

AVER¬ 

AGE 

OUT¬ 

STAND¬ 

ING 

ABOVE 

AVER¬ 

AGE 

TECH¬ 

NOLOGY 

AVER¬ 

AGE 

UNSAT¬ 

ISFAC¬ 

TORY 

ABOVE 

AVER¬ 

AGE 

AVER¬ 

AGE 

AVER¬ 

AGE 

The  BNFO  system  applies  to  international  operations  the  same 
way  it  applies  to  domestic  operations.  For  example,  the  industrial 
packaging  group,  a  part  of  the  paper  and  packaging  business,  has  pack¬ 
aging  plants  and  paper  mills  located  in  eight  countries.  The  general 
manager  of  this  group  has  worldwide  profit  and  loss  responsibilities. 
BNFO’s  developed  by  overseas  managers  are  integrated  with  those  de¬ 
veloped  by  domestic  managers  to  form  the  group’s  overall  BNFO’s. 
The  process  itself  and  the  methods  of  evaluation  are  the  same  as  those 
used  in  domestic  operations. 

This  unlimited  application  of  the  process  and  the  cohesive  frame¬ 
work  within  which  objectives  are  formulated  by  all  units  tend  to  struc¬ 
ture  management  toward  a  common  set  of  goals,  thereby  increasing 
understanding  and  enhancing  the  overall  efficiency  of  the  organization. 


Problems 

Like  any  process,  the  BNFO  system  has  some  potential  difficulties. 
One  is  that  some  units  have  included  in  their  commitments  things 
which  they  should  be  doing  as  a  matter  of  routine  or  which  are  minute 
in  terms  of  their  impact. 
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For  example,  one  business  unit  last  year,  under  its  technology 
BNFO,  proposed  conducting  a  survey  at  its  manufacturing  facilities  of 
all  spare  machine  parts  so  that  repairs  could  be  made  throughout  the 
year  as  necessary.  In  cases  such  as  this,  it  is  the  responsibility  of  the 
staff  manager  who  is  administering  the  BNFO  to  work  with  the  busi¬ 
ness  managers  to  develop  commitments  which  require  their  organiza¬ 
tions  to  go  beyond  its  normal  activities. 

Another  weakness  in  the  system  is  that  although  it  shows  how  one 
unit  performs  in  relation  to  another,  and  how  the  company’s  perform¬ 
ance  on  each  objective  is  changing  from  year  to  year,  it  provides  little 
basis  for  comparing  one  corporation  to  another  in  the  short  run.  A 
company  that  sees  itself  progressing  from  year  to  year  using  this  proc¬ 
ess  does  not  necessarily  have  a  definite  means  of  determining  if  it  is  an 
average  company,  an  industry  leader,  or  behind  the  times.  It  must 
constantly  remain  alert  to  the  threat  of  becoming  overly  concerned 
with  the  efficiency  of  internal  procedures.  Internal  efficiency  cannot  be 
allowed  to  become  an  end  in  itself  or  a  substitute  for  effectiveness.  We 
must  strive  to  ensure  that  our  measurements  are  as  rigorous  as  the 
public’s  expectations. 

How  the  corporation  is  perceived  exjternally  will  depend  on  who 
is  rating  its  performance  and  how  effectively  it  has  communicated  that 
performance  to  external  audiences.  However,  over  the  long  run  a 
process  like  this  one  will  undoubtedly  improve  a  company’s  financial 
and  non-financial  performance.  With  emphasis  on  substantive  accom¬ 
plishments,  this  will  inevitably  result  in  public  recognition  and  the 
rebuilding  of  the  credibility  of  business. 

Despite  the  problems  met  along  the  way,  the  BNFO  process  has 
been  a  positive  experience  for  managing  public  issues  at  International 
Paper  Company,  and  we  intend  to  continue  it. 

Prospects 

In  affirmative  action  and  management  and  professional  develop¬ 
ment,  we  are  filling  positions  with  qualified  candidates  from  a  broader 
social  spectrum.  This  enables  us  to  better  provide  an  environment  in 
which  all  employees  can  achieve  their  potential,  consistent  with  their 
interests,  abilities,  willingness  to  work,  and  the  needs  of  the  company. 
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In  technology,  we  have  increased  our  awareness  and  effectiveness 
in  all  aspects  of  environmental  control,  energy  conservation  and  com¬ 
pliance  with  safety  and  health  regulations. 

In  government  affairs,  we  have  created  better  management  aware¬ 
ness  of  the  importance  of  maintaining  continuous  contact  with  legis¬ 
lators  and  regulators.  This  has  helped  to  maintain  open  lines  of  com¬ 
munications  so  that  the  company  can  present  its  positions  and  provide 
technical  information  to  legislators.  In  addition,  we  are  moving  to  a 
more  proactive  role  and  increasing  our  orientation  to  developing  issues. 

Finally,  in  communications,  we  are  ensuring  that  our  employees 
and  other  constituents  are  provided  more  complete  and  factual  in¬ 
formation  regarding  the  company  and  its  objectives.  The  success  of  the 
other  BNFO’s  depends,  in  large  part,  on  how  well  we  communicate 
the  tasks  involved  and  how  well  managers  communicate  with  each 
other,  with  other  operating  departments  and  with  staff  groups  such  as 
finance,  legal  and  government  affairs.  To  insure  the  continued  success 
of  the  BNFO  process,  top  management  commitment  and  involvement 
are  prerequisites.  Equally  important,  the  program  must  be  result- 
oriented  and  tied  to  management  compensation.  It  is  not  enough  to 
have  committees,  objectives,  and  procedures  if  they  don’t  result  in 
substantive  accomplishments  which  are  evident  inside  as  well  as  out¬ 
side  the  corporation.  No  matter  how  vigorous,  activity  cannot  be  al¬ 
lowed  to  masquerade  as  progress.  Achievements  must  result  from  ac¬ 
knowledged  corporate  values  and  be  substantive,  such  as  providing 
useful  goods  and  services  at  a  reasonable  cost,  broadening  the  employ¬ 
ment  composition  of  society,  upgrading  skills,  or  providing  information 
that  results  in  legislation  of  recognized  social  or  economic  benefit. 

International  Paper’s  management  is  learning  to  work  with  the 
system.  Behavior  is  evolving  that  represents  a  balance  between  finan¬ 
cial  and  non-financial  values.  As  current  objectives  are  achieved,  new 
ones  will  be  added  to  enable  us  to  respond  quickly  to  change  and  assure 
that  we  are  managing  for  tomorrow  as  well  as  today.  Later,  we  will 
drop  some  objectives  as  progress  becomes  well  established  and  chang¬ 
ing  priorities  necessitate  a  new  focus. 

The  BNFO  process  alone  is  not  a  panacea  for  managing  public 
issues.  It  is  only  one  tool  for  helping  to  broaden  corporate  values  and 
provide  a  basis  for  changing  managers’  behavior.  The  task  of  meeting 
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the  corporation’s  minimum  social  responsibilities  while  not  failing  at 
its  primary  economic  purpose  is  a  complex  challenge  which  will  re¬ 
quire  innovative  approaches  throughout  the  business  community. 

Critics  of  business  will  continue  to  disparage  the  ethic  of  efficiency. 
We  must  show  them  how  management  by  objectives,  geared  to  the 
basic  economic  purpose  of  the  corporation,  can  be  positively  applied  to 
produce  socially  desired  results.  We  no  longer  have  a  choice  between 
positive  economic  performance  and  positive  social  performance.  The 
two  are  inextricably  interwoven.  To  succeed  at  either,  we  must  have 
both.  ■ 
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